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Appraisal of th e Man a^emer it ' s Performa n^^^ 

' in Pu blic Ent^ r p'r iseT.' 

The problem of measuring the management's p -rforriance 
in the public sector is much more difficult than jn the pri~ 
vati sector. Absence of objecti,/e tests for the purpose 
often gl'^es rise to unfounded allegations against the manage- 
ment, vhlch on closer examination may turn out to be rather 
unjustified. Not unoftcn, the performance of the management 
in the public sector is judged on the same criteria as are 
generally applicable to private enterprises. Ont such criterion 
is that of profitability. The management of not a faw public 
enterprises has been subjected to bitter criticism for its 
inability to ensure adequate financial returns on the capital 
invested in the enterprise. Criticisms on ’this ground are, 
however, seldom based on an adequate appreciation of such 
relevant factors as the long period of gestation of invest- 
ment and the obligations of the enterprise in regard to the 
welfare of the employees. On the other hand, the accrual of 
appreciable financial returns tends to be regarded as an 
index of the management's performance -whereas it may be just 
because of the monopoly market situation of the enterprise 
that the results in question are realised. 

This pper deals with some of the methodological and 
administrative issues relating to the appraisal of the 
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managemeat ' s performance in the public enterprise sector in 
India. Jhe first section is devoted to some conceptual 
problems arising in this connection. In the next section 
the criteria for measuring management's performance are 
discussed. The third section deals- with some general issues 
pertaining to appraisal on the basis of the criteria suggested 
in the previous section. The next two sections explain the 
type of statistical analysis that would be needed for the 
purpose. In the last section, an attempt is made to bring out 
some of the administrative implications of undertaking this 
task on an organised and institu^onal basis. 

1, Concept and Focus 

At the outset it may be useful to define the term^ 
"management'’ with reference to a public antarprise. vhat is 
knovm as the "management" of a large organisation is usually 
a fairly vast and complex str^^ture, consisting of various 
levels of decision making. The performance of each level ^ 
of management, comprising a distinct level of decision,* 
making, can be evaluated with reference to the responsibili- 
ties that it is expected to discharge. Thus, if the manage- 
ment is looked at as a structure, the performance of manage- 
ment tends to become a nebulous concept unless we evolva 
a method of synthesizing the performance of the different 
levels of management into a composite index, which, of course, 
is a logically iKQ)osslble task. 
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¥ithin the raanagament structure, however, usually there 
is a definite hierarchy characterised by accountability of 
each level of management to the next higher level, on the one 
hand^ and the authority exercised by each level of management 
over the lower level, on the other. The ultimate responsi- 
bility for the performaaicQ of each level of management is 
borne by the decision making authority at the top level, 

■which in the case of public enterprise may consist of the 

control board or the chief executive, or both, depending upon 

* 

the distribution of authority between the two. If managerial 
authority is looked at as flowing from or converging on one 
single body, the management of the enterprise can be identi- 
fied with that single body or authority. In what follows 
the term ” management'* will be used to signify the top decision 
making authority in the enterprise. 

The performance of the management of the enterprise, 
defined in this way, needs to be distinguished from the 
performance of the enterprise as such. This js important 
because much of the presently existing confusion and loose 
thinking on the question can be attribut'-d to an inadequate 
appreciation of the difference between the two. 

In a typical company- type organisation, the control board 
would consist of the Board of Directors and the Managing 
Director would be the chief executive. 
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Basically, the difference* between the performance of the 
management and that of the enterprise in its entirety may be 
said to flow from the fact that judgment in regard to the 
latter implicates a wider focus of inquiry than that in regard 
to the former. Management is just one agent of production, 
whereas the enterprise represents a combined operation of a 
number of agents of production,. The performance of the manage- 
ment has to be evaluated with reference to the limited role 

that it has to perform in the enterpriss^ ■ one agent of 

\ 

production.. In evaluating the performance of the enterprise, 
however, the end results flowing from the operation of the 
enterprise have to be judged not only with reference to the 
immediate possibilities in this regard but also with reference 
to what would have been achieved if the scarce resources in- 
vested in the enterprise were shifted to some other activities. 

The validity of this distinction flows from the fact 
that in the case, of most enterprises there is e tacbni*!.! line 
of demarcation between the management of the enterprise and 
the Go^?ernment, represen t .-;d by the parent Ministry, From the 
administrative point of view it is an important distinction 
because it dsllenates the area of authority .between the 
Government and the management of the enterprise. It is true 
that the manner in which the top management frames its deri- 
sions is often such that th.a distinction gets blurred. 
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2 * The Cri t eria of F3r f o r n& nc>.3 

The range of responsibilities or obligations vith refer- 
ence to vhlch the parforrrance of the management has to be 
evaluated, ar.^ likely to flow a good deal from the eicplicitly 
or implicitly laid objectives which the ont.-rprise is expected 
to serve. These objectiV’es may cover various facets of the 
operation of the enterprise, a.g., earning of surpluses, 
distribution of the output of the ent’jrprise and generation 
of non- vendible b-nefits. In a way, these objectives may be 
regarded as constraints on ths. ambit of managerial discretion, 
for the management has to ensure that the policies adopted 
by it conform to these objectives. In fact, an important 
difference bvitwe.n the private and public enterprise emanates 
from this very fact that whereas in the case of the former, 
the focus of the objectives (imraediate or ultimata) of the 
sntc-irprisc is goncrally on profit maximisation, in the cas- 
of the latter those objectives may be multiple and diversified. 

The implication of th a above in the pr..; sent context is 
that the criteria for the- appraisal of managerial efficiency 
in the case of public enterprises would have to be related 
to tha complex of obj-ctivos. Since these objectives are nQt 
likely to be alike in the case of all enterprises, it would not 
be possible to lay down a uniform set of criteria which is 
applicable to all enterprises. Yet giving due cognisance to 
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the legitimate rights of the in^;.stor (i.e,, the Gov.rnraent) 
to dst-irmine tho objectives that the public enterprises must 
fulfil, and the inherent characteristics of tho enterprise 
as a business undertaking, it should be possible to lay dowi 
a general scheme of priorities in rogard to those criteria. 

It is important to lay dovn priorities because the obligations 
of th^ management in different directions may not all be 
consistent with each other, and to the extent that thcru is 
inconsistency batwe-n them, a judgment would have to be made 
on the relative importanc-- of these objectives. 

Broadly, the performance of the management of a public 
enterprise may bo judged on the basis of the success achleVcid 
by it in four djr^jctlons, m thy priority in dicat -...d belowi 

(1) realisation of the non-financial objectives of 
the enterprise as specified by the Government 5 

(2) maximisation of the profits within the constraints 
of Gov-rnm ;nt' s diroctives in regard to non- 
financial as well financial matter 35 

( 3 ) improvement in the quality of products y 

( 4 ) economy in th- use of resources i.e. inputs. 

The justification for putting the profitability in the 
second place of priorities lies in the primacy of non-of-f icial. 
objectives in the establishment of public undertakings. This 
is more marked in the case, of public utilities and transport. 
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Tt Is truj that the public ont-rpriss being a business under- 
taking must be run on commercial linos, but quite oftvn the 
basic raison d'etre behind the establishment of the enterprise 
is something other than earning of profits. These obj^cti-;es 
may veil be such as to come into conflict vith the financial 
objectives emanating from, the coram..rcial principles of operat- 
ion and to the extent to which this is so, the commercial 
objectives must necessarily bt subordinated to the non-commer- 
cial objectives. 

Maintenance oT quality of products is an important dimen- 
sion in which the responsibility of the management oxteeds. To 
a certain extent th.rj may be a case for givinf it a higher 
priority than vb at is indicated above. In the case of many 
entvrprises, the nature of the product may be such as to justify 
giving a high priority to this aspect of managerial responsi- 
bility. But, by and large, it would be reasonable to assume 
that maintcnanc- of quality and reall sation of profits are 
linked with each other, in the; sen S'~ that the success achieved 
by the manag;ment in maximising its profits would depend a 
good deal on its ability to maintain and improve th'„ quality 
of the products of the enterprise. As such the perfornanoe 
of the management on the cotnmurcial front is likely to provid-.^ 
an implicit measure of its perfornancs in respect of raaintonanc:! 
of quality of products, . , 
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On the other hand, giving a higher priority to quality 
criterion may vjell amount to undermining the Commercial cri- 
terion. By its very definition, a public enterprise is a 
commercial undertaking and as such maintenance and pursuit 
of commercial objectives has to bo an important obligation of 
the managemont, within, of course, the constraints imposed by 
the wishes of the investor. Since there is possibility of 
a conflict between the quality and the profit criteria, in 
the Sense that aftjr a certain point improvement in quality 

might impinge upon the profit objective, it is necessary to 

# 

give a higher place to the profit criterion than the quality 
criterion in the referent scheme of priorities. 

The criterion of economy emphasizes the obligation of 
the management to make continuous endeavours towards reducing 
the cost of production. To a cartain extent it is related 
to, and is a part of the profit criterion, in the sense that 
the success of the manag ament in augment ing the surpluses 
of the anterprisc would, to a significant extent, do pend upon 
its ability to reduce the cost of production. But cost 
reduction is only one of the- ways, though a very important 
one, of improving profitability. Better planning of sales, 
manipulation of tariffs and exploitation of new markets are 
some of the other methods by which the surpluses generated 
by the enterprise may be improved, (without taking resort 
to monopolistic exploitation). P^irtber, a blind attempt 
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at cost reduction may wall come into conflict with both the 
non-financial and financial objectives. In view of these, 
it would obviously be improper to assign primacy to cost 
reduction criterion over the surplus crit'..rion in laying dovti 
the priorities among them. 

The basic idea behind the above scheme of priorities is 
that the p-^rforirsn ce of the management of public enterprises 
should be evaluated vjith reference to the ambit of discretion 
of the management in policy formulation, on the one hand, and 
the explicit constraints on the commercial objectives of the 
enterprise, as determined by the Government, on the other. 

The- usual commercial criteria for judging managerial perfor- 
mance in business undertakings need to be modified in the case 
of public enterprisos, in the light of the non-financial 
objectives determined by the Government. in the absence of 
such non-financial objectives which come into conflict with 
the commercial objectives of enterprise in terms of earning 
of surpluses, the performance of the management should be 
judged primarily on th^ basis of its success In -arning surpluses 

Thi parforraance of the ent-rprisn on each of the above 
criteria taken individually would provide a picture of vjhat 
the management has been able to do in diff^r.;;nt directions. 

The picture so emerging would be In a way piuesmeal and dif- 
fused in character insofar as it would not by itself, provide 
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an ovorall picturo of th- managv-m-jnt ' s performance. Assessment 
of overall performance -will necessitate some further proces- 
sing of the data in regard to the management's performance 
in different directions tak-n individually. 

The performanc.:. of the enterprise on each of the criteria 
mentioned above would broadly consist of two parts: (1) those 
which are relatid to the performance on other criteria cither 
as a cause or as an offset, and (2) those which do not have 
any such int^r~r.-ilat ion ship, and are therefore "independent''. 

To the extent that the performance on different criteria are 
inter-relat ed, it would be necessary to devise a method for 
making a judgment on the implications of any given category 
of inter-related performance on different crite ria from the 
Viewpoint of overall performanc.;. ’Vith r^f^r-nce to any such 
category, the performance on only one criterion should be taken 
into account for the purpose, otherwise there will be an 
obvious danger of being trapped into double- count in g. The 
crit.irion, the performance on which is to be taken into account 
in such cases, should be decided in the light of the structure 
of priorities indicated above. The nature of performance on 
the criterion having the hlghtest priority in the in to rr. related 
category might be taken as an indicator of the overall per- 
formance of the- enterprise, insofar as the particular category 
in question is concerned. , , 
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An 3X.-rcisj on thj abo^/o Unas will r-jsol'J'a a substantial 
part of th.: ambiguitj j:S arising from ths multiplicity of 
crit:-ria in the process of evaluation of overall performance 
of the manag ament. Yet^ even after this process of rationa- 
lisation, the performance of the management on the different 
criteria are not likely to get reduced to that on one single 
sriteriQn so as to give an unambiguous indication of the 
overall performance of tha enterprise. The possibility of 
part of the performance on some criteria being independent of 
the porformanCw on oth..r criteria cannot be ruled out. An 
assessment of the- overa,ll performance of the management, will, 
therefore, necessitate some process of "averaging" of the 
performance on each of the different criteria. In case the 
performance on all thc-se criteria is in th_ same direction, 
it would, of course, be possible to discern a general trend 

without any kind of averaging, but mor.: pr. else and quantified 



resul ti. not likely to b^ obtained without a process of 
averaging. 

be ;attached to the different criteria for 
this kind of averaging v;ould obviously have to b- determined 
in th- light of scv^.ral factors including social and political 
forces, a discussion of which is beyond the scop- of this 
paper.;: h^e:,;:;^^ : v; ee ; :e;e: ; e : :e A 

Vbile apparently, the approach outlin-d abov, is fairly 
logical and convincing, in op-rational terms, it may not be 
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aasy to proco^d along th..;So lin^is. Often th ; management of the 
public ent:.;rpr ises actually op -rat -s under a complex of con- 
straints conflicting viith its commercial obligations vrlthout 
there being explicit directives from the investors i.o. the 
government to that cff.ct. The intentions and vishjs of ths 
government may enter Into the decisions of the management of 
the Gnterprise .surreptitously , -without any explicit directive 
or record thereof. Although technically identifiable, in 
actual practice, the dividing line between the government and 
the public enterprise in resp-ect of policy forimilation tend 
to get blurred and indistiaguishable. Policies actually ori- 
ginating at the government's level (i.e,, the ministry conCwT- 
ned) may formally get expressed through a d-cision of the 
control board or the chief executiv-.. of the entirprise. 

So long as such surreptitiously indicat'd government's 
directives and the policies resulting therefrom at the enter- 
prise level do not come into conflict v?ith the commercial 
obligations of the manag jmentj there: is nothing to worry about. 

'* Thus the government representatives on the control board of 
- the enturprise may act as thw carriers of th- government's 
View and th er.jby mould ths decisions of tb bo-^-rd to suit 
the governm„nt's policies. Instances ar:- not uncommon wh-n 
the government's representatives on the control boards of 
public enterprises display a kind of dual loyally and act 
more as r ...pr- sen tativ :s of government than as a member of 
the control board of th- enterprise concerned. 
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If 5 hovjivir, th'..r.; is a conflict, the managfftnsnt -will ba not 
only actually working under constraints, but technically 
taking the, full responsibility for a departure from th:, 
comrQjrcial principles of operation, cv/cn though as a matter 
of fact the responsibility for these constraints would lie 
on th.: gov,ernmcnt. Technically, these constraints would be 
non-existent and the management would be fully accountable 
for the entire, structur^j and content of its policies, in 
this circumstance, appraisal of managerial performance on 
the; basis of the above criteria might turn out to be unfair 
to the management, for, in the absence of externally given 
constraints the performance of the managv.ment would bo judged 
on the basis of its achi-evement in furthering the commercial 
objectives of the enterprise. Thus apparantly a strict appli- 
cation of the above criteria might well give a distorted 
picture of the performance of the management of thev ant erpri so. 
The question is, does this fact of a certain degree of fusion 
of decision-making process at the government l^^el and at the 
level of the enterprise invalidate the scheme of priorities 
In the criteria suggested above for the evaluation of m'.inage- 
ment's performance’., ■■ 

e - lie ■ i-:^ • ' ;e " ' ^ 

lf£ we examine the question a little d,,;cply, th,i answer 
would turn out to be In the negative. Logically, the assumpt- 
ion of responsibility for a decision should b.3 inevitably 
associated with accountability for that decision, and the 
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dacision in question vjould not be axcludscl from tho scope of 
evaluation. If the raanagamc-nt has accept:! or identified 
itself vTith a c .rtafn policy decision originating from the 
government, the responsibility for that decision must be 
borne by it and the validity or otherwise of that d-.cisr'on 
should be taken into account in evaluating Its performance. 
Thus, the diffusion in the origins of manag ..rial decisions 
need not distort the structure and cont :.nt of responsibilities 
with raf.erencj to which the performance of thu manag -men t is 
to be judg-d. The implication of this reasoning is that the 
application of the structure of criteria for the appraisal of 
management's performance, would not in any \-jay be unfair to • 
the manag. 3 men t. 

2 • The Problem of Appraisal 

The criteria suggested for the appraisal of manag sm-n t' s 
performc^nce indicate the end results of the managerial function 
with reference to which th- performance of the managem-'nt is to 
be evaluated. Thereby, th-y provide a fo«as nn the activiti,.;s 
of the ma-nag.im-nt on th. basis of which ths quality of the 
r'.anag em^nt' & r»le in th- ent-rprise has tp b-- evaluo.t.;d, Eva- 
luation, however, inVolv-.:s a proceso. of examination and 
scrutiny with r...f,::r enc to certain data r-garding alt’ernativ e 
possibiliti :;S. In the context of th- performance of the 
management, data on the alternative possibiliti-s may be 
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obtaincd in tho main, from thrc--; sourc:.s5 (1) th j manag imant ’ s 
own pjrf orman C9 in thu past, (2) tho performance of the manag.;- 
ment of other comparable organisations and (3) some hypotheti- 
cal stande.rds of perforimenc::. 

In case the basis for making the appraisal is (1) or (2) 
above, the findings are likely to be entir aly comparative, in 
nature:, in the first case the findings would throw light on 
the change in management's performance over time, in to rms of 
improvement, deterioration or maintenance of stability. In 
the S:econd case, th'c, findings \vould rev:.eal tho comparative 
performance of the managemont in diff.:,rent enterpris.^s. In 
the third case, possibly, the findings may be such as to pro- 
vide an answer to tb^ question whether and to wh.at extent th:j 
management of ths> -ent .^rpriso is e-ffiej ,.:nt. Oft „n the evaluat- 
ion in tho comparative sense, as indicated abov- may be the 
only feasible way of judging the performance of the managsment. 
But to a limited extent, it may be possible to work out a 
method for evaluating mcanag^mont' s performance with ref :,.r,...nc j 
to historically or twChnlc.ally known standards of perfection 
and thereby work out tho quality of peTformanc e in absolute 
terms, With refer ,:nce to any particul.nr cas-, it may bo 
us.,5ful to examine the usefulness and. feasibility of approach- 
ing the problem in all th-j throe ways, for each of theSe 
approaches nay provid.. uS'.;ful guidelines for making improvements, 
which, needless to say, is tho objective of evaluation of 
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any kind. 

Appraisal of tho managoin .n t' s pcrformanc'- thus turns out 
to bu an 3X.;rcisu in making a comparativj ov.aluation ? in th.; 
son so that tho findings of a-n effort in this dir action vmuld 
dopjnd upon tho dirrionsion of comparison chosen for the purpose. 
Thus, tho management’s performance in any yoa.r may appear to bo 
quite good as compared to -what it did in a previous year and 
quite bad as compared to ¥hat the managv:ment of a similar under- 
taking plac.d in similar circumstances is able to do, Gencrallyj 
the possibilities in respect of making meaningful comparisons 
are likely to be too limited to allow for anything more than 
an assessment of change in performance over time, 

Whatever be the dimension in which comparisons are sought 
to bo made for the purpose, a goOd deal of caution would hav ■ 
to be observed in order to ensure that the comparisons made 
are meaningful and provide a sound basis for making a judgment. 
Tha danger of falling into the pitfalls of error and bias in 
this cont.ixt may arise from two factors. Firstly, thu end 
results of tlr,^ management’s performance providing the crit:.,ria, 
in respect of which comparisons arc to be made, may turn out 
to be conflicting with each other. Secondly, what ar^- appar3.n~ 
tly comparable quantities may not as a matter of fact b.. 
comparable on account of incomparablv environmental conditions. 
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As ijointed out in section 2 abo'^s, the performance, of 
the management in public enterprises has to be evaluated vith 
reference to the achievement of the management in a number of 
directions. As such, there has to be a structure of criteria 
for the purpose. Since these criteria may be conflicting with 
aach other, priorities have to be determined. By implication, 
an improvement in the performance of the management as reflect- 
ed on one criterion may be inevitably associated with a deterio- 
ration in the same as reflected on another criterion. And there 
lies the danger of drawing wrong conclusions from comparisons 
of facts as they are, for, while the management may appear to 
have been successful on one front, it may appear to have failed 
on another, although the latter may, as a matter of fact, be 
a consequence of the former. 

The environmental conditions governing the performance of 
the management may relate to matters of policy as wall as the 
physical and financial parameters under which the productive 
activity is organised. Any difference in these conditions would 
obviously have an impact on the ability and the capacity of the 
management to discharge its functions and may thereby influence 
the end results, which would. thereby incorporate the effects 
of some such factors which are beyond the control of the manage- 
ment. BvalL5a.tion of the performance of the management might 
thereby turn out to be somewhat erroneous and misleading. 


Thus, in making the comparisons, tha data in respect of 
the indicators constituting tha criteria would have to he 
properly analysed in order to separate (1) the effects of 
management's achievements In one field on the same in other 
fields and (2) the effects of differences in the overall con- 
straints under which the management functions on the end- 
results reflecting the management's performance. Given the 
priorities, analysis of data on these lines would provide a 
basis for making a comparative evaluation of the achievements 
of the management in different fields and would thereby, be of 
use in the assessment of the overall performance of the manage- 
ment. 

The Technique o f Svaluatjon . 

While formulation of a suitable strategy is an important 
step in tackling any problem, it provides only a guideline for 
proceeding on the work, in the light of the strategy deter- 
mined for the purpose, a detailed plan of action has to be 
pTepared and the problems therein examined# The criteria for 
the evaluation of the management's performance, so to say, 
provide the strategy for undertaking the task. They indicate 
the aspects of the and results of the management' s performance 
which have to be taken into account for the purpose in view. 
They also suggest a certain scheme of priorities among these 
end results so as to enable and facilitate judgmert insofar as 
tharri is a conflict between them. They, however, do not 
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suggest in concrete terms the items and the quantities vhich 
have to be studied and analysed for the purpose. The strategy, 
suggested by these criteria would have to be given a greater 
operational content in order to make it useful and applicable 
in specific cases. This would, in the first place, necessi- 
tate defining the end results constituting each of these 
criteria in greater detail. Secondly, it would require an 
elaboration of the techniques of comparisons implicit in the 
process of evaluation. 

The main variables showing management's performance by 
the first criterion i.e., the extent of success achieved in 
realising the objectives of the enterprise - are likely to be 
the volume of output provided, the distribution of the product- 
mix and the investment of capital. Usually, these comprise 
the major snd-results of the operation of the enterprise 
regarding vjhich the government (i.e., the investor here) gives 

(Jpwi.. ¥ 

explicit instructions to the management of^snt erprise. 

The main variable reflecting the management's performance 
on the second criterion —the success achieved in maxinising 
profits - is the rate of return on capital. The justification 

♦' Th‘esy'"""in struct ion s ' nay' W'"coHv ey^ many "^ys , Thiy'"'”'"' 

may be conveyed dir^sctly to the snterprise by -vay of 
directives, nr, they may be; adopted as part of the plan 
objectives which in turn become the guidelines for the 
operation of the enterprise. A more subtle method may 
be through control over the budgets of the enterprise. 
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for ralating profits to capital in vest for the purpose in 

que.stion lias in the fact that (1) capital is the most scarce 
factor of production and (2) there may be a direct functional 
relationship bet-ween the capital invested and the profits aarnsd. 
The criterion in fact emphasizss profitability rather than 
profits as such. 

The rats of return, however, is a ratio, showing the 
relationship between tha net profits of the enterprise and 
tha capital invested. It is a function of three othar second- 
ary variables vj z. , aggregate revenue , aggregate cost and the 
aggregate capital invested, which may be significantly independ- 
ent of each other. As such, ^ach of these secondary varivables 
would have to be studied separately with a view to analyse the 
managGuient ' s performance in respect of profitability. 

The variables indicating quality of output are likely to 
differ a good deal from one antsrprlse to another, depending 
upon tbs nature of the output produced by tha anterprisa. At 
this place it is not possible to give anything more than a 
bare rofsrunce to what they might be. -Thus, in tho case of 
servicing antorprisss (like electricity and transport under- 
takings), uhe punctuality and. the regularity with which tha 
services are provided may provide useful indicators of tht 
quality of service rendared. In the case of manufacturing 
enterprises the main indicators of quality of output may be 



gi^^en by the degree of acceptability of the products of the 
entarprisG by the consumers thereof. To a certain extant, an 
objective assessment of the quality of a commodity or service 
(or differences therein) is likely to bs rather difficult, 
and judgment on this question would have to be based on what 
the consumers of the product in question feel about it. Indexes 
showing the direction and intensity of consumers' evaluation 
of the quality of the output of the enterprise may provide a 
supplementary set of variables with referanca to this criterion. 
Broadly, the characteristics of the industry to which the 
enterprise belongs and the market situation governing the 
operation of tha enterprise would determine the content and 
nature of the variables belonging to this category. 

The variables showing the performance of the management 
in ensuring economy in resourca- use would have to be constru- 
cted in terms of ratios, as in the case of the second i.a., 
the profitability criterion. These ratios would indicate 
the usage of aach broad category of input per unit of output. 
Thus, the main indicators with reference to this criterion 
might be output par unit of labour, output per unit of capital 
invested, output per unit of fual consumed etc. The choice 
in regard to the inputs with which output is compared would 
be guided by the relative scarcity of the inputs in question, 
on the on. hand, and the capacity of the input in question to 
represent the usage of productive resources in general on the 



The quantities vjhich are sought to be ralatad to each 
other by these variables may be expressed in terms of physical 
as well as financial units. Mostly, the quantities, relevant 
in the present context, are capable of being expressed in homo- 
geneous physical units. Yet there may be some which do not 
have this attribute. In the latter case they would have to 
be converted into the homogeneous units of some other quantity 
which is fit to serve as a common denominator of the non- 
homogsnous units of the quantity in question. Usually, money 
serves the purpose of such a common denominator. Labour is 
one of the agents of production which is fairly homogenous in 
character. But capital is not| and therefore has to be 
expressed in terms of money. Output may or may not be divisible 
into homogenous units, depending upon the characteristics of 
the industry to which the Qntarprise belongs. As such output 
may be expressed in physical terms in case of some enterprises 
and in financial terms in the case of some others. 

The implication of the above in the present context is 
that soma of the variables falling into this ♦lass may be 
expressed in physical units and, some in financial units. 
Generally, productivity of labour can be expressed in both 
physical and financial units. The same is true of producti- 
vity of capital i.e., output per unit of capital, but usually 
it has to be expressed in financial units because of the 
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cliff iculties in expressing capital in physical units. The 
necessity of expressing these indicators in terms of money 
is of some significance in the present context. The difficul- 
ty with money values is that direct comparisons between them 
may turn out to be somewhat misleading, on account eff differ- 
ances in the value of money itsfelf. As such the variables 
expressed in financial terras may have to be procc-sssd in certain 
ways in order to make them useful for making comparisons. 

There is one further point to be noted in this connection. 
Tba variables showing the management's success in effecting 
economy in the use of each agent of production separately may 
not necessarily provide a basis for a conclusive judgment on 
the overall performance of the management in this regard, 
taking all the agents of production together. Of course, if 
the results shovsi by each of these variables are identical in 
terms of direction, it may be possible to arrive at a broad 
conclusion on the question. But in case the trends shown by 
these indicators not all in the same direction , it would 
be logically impossible to arrive at a general conclusion on 
the performance of the management in , this ragard, unless a 
method of averaging the results shown by each of thess variabl- 
es is evolved. 

There are two ways in vhich this can be, done. The first 
is by converting the different variables into a common unit 
of measurement which would obviously. be money. The second is 



25 - 


by constructing a system of w-ights which can he applied for 
averaging the pure quantities indicating the success of the 
management in effecting economy in the use of each agent of 
production. The use of the former method may ultimately reduce 
the criterion to that of money cost per unit of output. As 
for the Second, comparative money costs vrould provide the only 
rational basis for constructing these weights, the application 
of which would inevitably take away the very essence of this 
criterion. 

Usually, however, it would be- possible to draw meaningful 
conclusions on the question referred, to by this criterion on 

the basis of tbo variables relating to the individual agents 

'S''' 

of production. For, generally, tb3|r»jlevant comparison', what- 
ever bs their dimension, are not likely to lead to such 
results which would make an attempt at th^ application of this 
criterion inf.ructuou s. Thus, in the context of comparisons 
over time, it is unlikely that the output- capital ratiot and 
the output-labour ratioi would turn out to be moving in 
different directions, iispecially, if tbv; period over which th^ 
comparisons arc being made Is. short, the results jn resp-.jct 
of changes in the variables, taken individually, arc likely 
to be such as to indicate an , identifiable trend in the usage 
of all thvi major inputs. Those of . the variables which are- not 
changing in step with the others are likely to remain stationary 
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rathcr than mova In a diffarant direction. In case compari- 
sons are being made between two undertakings, it is unlikely 
that they would be so vary much different in respect of the 
technique of production, that the variables would show totally 
incongruous results. And if they really give such results, it 
would simply mean that the fianagaments of the two entarpriscs 
in question are operating under basically different conditions 
as a result of which meaningful comparisons between their 
performance cannot be made* 

Tho variables relevant to ths different criteria would 
provide the bases for making the relevant con?)arisons for 
judging thvs performance of ths management,. But, as indicated 
above, these comparisons may turn out to be misleading. In 
order to guard against this danger, it would be necessary to 
process the data on these variables in a certain way and maVco 
necessary adjustments to ensure comparability for the purpose 
in Vi ew. 

Broadly, the necessity for making such adjustments can be 
attributed to three factors. Firstly the nature of constraints 
on tho management's discretion , in the situations in which 
management's performance is being compared, may not be alike. 
Thus in tho context of time series comparisons, the basic 
policies regarding production and distribution of output may 
not be alike in the periods in which the management's 



- 27 - 


performancs is tieing comparsd. Tha same sort of condition 
may "be obtaining in the context of comparisons between the 
management's performance in different enterprises. The basic 
policies which the managements of the enterprises in question 
arv. -expected to follow may be substantially different. 

The differences of this nature may well account for a 
part of the differences in the ^/alues of the different variables 
relating to the various criteria for judging the management's 
performance. Thus if in period 1, the enterprise is expected 
to sell a part of its output at a price which is less than 
cost, and in period 2, there is no such obligation on the 
enterprise, the profits earned by the enterprise in period 1, 
may well fall short of that in period 2, for no lapse on the 
part of the management. Similarly, of two ontarprlsos operat- 
ing in the same industry, one may be required to produce a 
category of goods which it is uneconomical to produce, while 
there is no such obligation on the other. Obviously, compari- 
son of the management' s performaneQ. in these two enterprises 
on the criterion of profitability may put the management of 
the first in a somewhat disadvantageous position. 

In the interest of meaningful comparisons for the purpose, 
therefore, the nature and extant of the^ effects of the differ- 
ences in the basic objectives of the enterprise on the values 
of the variables reforing to the other criteria would have to 
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ba GStimatad. Obviously a substantial diffaranca in thasa 
objectives may wall account for a significant differ ancs in 
th'3 rate of return -on capital, th^ quality of the product as 
•well as the usags of inputs p-^r unit of output. Tha analysis 
would thorofora be intended to separata the observed differ- 
ances in the values of the variables concerned into two parts; 
one that is accountjd for by the diffarencas in the focus of 
the endeavour of the management, for which the management 
should not be held responsible explicitly, and the other that 
can bo attributed to thj differonca in the ability of tha 
managam’ont to husband the resources at its disposal. 

Secondly, adjustments in tha values of the variables in 
question may bo necessitated by differences In the environ- 
mental conditions gov cirning the situations under which the 
manageraant’ s perforimnee is being compared. These objective 
conditions may comprise such faetprs as the prices of inputs 
and outputs, technical co-efficients of production and the 
complex of restrictions put on thia management by the govern- 
ment on matters relating to thu organisation of productive 
activity. Her. again the purpose of the analysis would be the 
same as in the previous case viz., to separate th- observed 
differences in the variables in question into two parts; 

(1) that attributable to factors within the control of manage- 
ment and (2) that accounted for by factors beyond the control 
of the managem.ant. 
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La stly, it may be necessary to make some adjustments in 
the values of the variables for assessing the implications 
of the interactions between the different criteria. As pointed 
out above a superior porformancs of the management on one 
criterion may implicate an inferior performance on another 
criterion. Obviously, therefore, in all such cases the values 
of the variables relating to each criterion would have to bs 
analysed in order to assess thvi extent to which the difference 
in their values is accounted for by the difference in the 
psrfortiBnce of the management on all other criteria which find 
a higher place jn the priority list of the criteria for the 
purpose. Otherwise j a superior porformance of the management 
on one criterion may well prejudice its evaluation on another 
criterion. 

Ap praisal for Cor rective Measur^^s 

Th..; analysis of th- values of the varjablcs would indlGat> 
the performanc,: of the managemunt on different fronts. The 
purpose of appraisal, however, is not merely to make an assess- 
ment of what the management has done or is doing, but also 
to suggest guidelines for improving the sara^. The variables 
relating to the differunt criteria would have to be subjected 
to some further processing if the factors responsible for the 
differences in the managemunt' s performance are to be Invrsti- 
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A full-fledged and':savour in this direction vould inevita- 
bly nec-jESltato a detailed break-dovn of all the relevant 
vp.riablos into a number of secondary variables showing the 
ext.int to vrbich the observed differences between the values of 
these variables in comparable situations can be attribut':;d to 
the diff-rent factors. This kind of detailed breakdown woifld 
have to be made for each enterprise individually, keeping in 
View the complex of the inputs and outputs of the enterprise 
in question. It would, therefore, be difficult to make any 
generalisation in this regard', yet an attempt can bo mado in 
this direction. 

Logically, an analysis of the contribution of different 

factors to the observed difference in the realised rate of 

iL 

return on capital should explain the differences in^^pi-rformnce 
of the management on each of the four criteria. Taking tbs 
example of time series comparisons, a change in the input- 
output ratios or a change in the quality of the product 
over time are Ijkely to havo an effect on some of the s..condary 
variables determining the rat.; of return on capital. Similarly 
thsi variable showing changes, if any in th.,- basic policy 
matters relating to the content and ^ distribution of output are 
also likely to hav^; an impact on , some variable or other 
determining the rate of return on capital. Thus, detailed 
analysis of a change in the. rate of return oveiltlme showing 
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tha contribution of different factors to the same may well go a 
long -way towards indicating the performance of the management 
on each crit-::rion. 

The first step tovnrds th{b kind of analysis of the rate 
of return on capital vrould be to explore the main factors -which 
bear on each of the secondary variabl^iS deterraining the ratte of 
return on capital. The size of aggregate revenue of an c’ntsr- 
prise during any period would depend upon three factors viz., 
(a) the size of output, (b) the proportion of output v?hich is 
actually sold during the period and (c) the price per unit of 
output. The size of output in turn would depend upon two 
factors viz. , the extent of utilisation of the capital invested 
in the onterprise and the size of investmen-t itself, Aggr-egatc 
cost may bo divided into t-v/o parts viz. , (i) running cost and 
(2) overheads. The former would depend upon four factors viz. , 

(1) the size of capital invested (2) the running cost p-er unit 
of output produced (3) the intensity of utilisation of capital, 
and (4) the price of inputs. Further, thj capital invested 
itself may b- divided into two parts (1) fixed capital and 

(2) working capital. Comparisons bctwcvn ratios representing 
the relationships b^.twjjn some of these factors may well 
provide a useful basis for discerning the r^^asons for the 
observvjd differ enc^^ in the rate of r<.turn in the situations 
being studied. For in stance , the r^.lavant rat ios for the 
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purposa on tha ro'Aonu3 side may ba output/ capital (in physical 
and financial units),, output/fixed capital, output/wor king 
capital, re V anu-Voutput 5 and output sold/output produced, 
t’ith r,af.sr.-ncc to cost the relevant ratios may be overhead 
cost/ capital invested, overhead cost/fixed capital, overhead cosi 
vorking capital, running cost/ capital invested, and running 
cost (financial units)/running cost (physical units) , In 
r^.sp..ct of capital, some of the useful ratios may be inter ,:^st 
cost/ capital invest ^.d, depreciation cost/ capital invest,.d, and 
fixed capital/working capital. 

While providing useful bases for analysis, the ratios by 
themselves vould not give an exact explanation of the 
relationships. That is true of every statistical analysis, 
il statistical analysis has to be supported by logical reason- 
ing In order to enable it to give dependable and precise 
expla nation of th« phenomenon be in g studied. 

Some Admi n i strat jv j mpl l cat i on s 
The I’u ar'.. tv,ro asp^^cts of the task of appraisal of th^ 
managem<-'nt * s performance, one is positive and the other is 
prescriptive. The positive aspe.ct js concirned with fact 
finding and assessm.3nt. Efforts, in this direction should 
coVv.r both these dim‘-nsions of thv problems. 

Further, the task should be uncl.^r taken at the level of 
the enterprise as well as by, an agency outside the entepprise. 
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Appraisal at the level of the enterprise would be intended to 
kO'-^p the management continuously informed about the quality of 
its performance. Appraisal by the external agency would serve 
the dual purpose of providing the management with an objective 
assessment of its working and ensuring the accountability of 
the enterprise to the parliament and the public. 

Mo.sii public enterprises do have some kind of statistical 
units, but their work is largely confined to preparation of 
Annual Reports, which seldom give anything more than a summary 
of audited accounts, in larger enterprises, the statistical 
units are entrusted with the task of feeding the management 
with statistical material on performance, but the purpose behind 
this is to collect information on the performance of subordlnata 
levels in the managerial structure. The internal audit depart- 
ments, in the few enterprises in which they exist at present, 
are not even remotely concerned with a task of this nature. 
Their main preoccupation is to help the management in observing 
the juridical propriety in making financial sanctions. 

The absence of an adequate organisational machinery for 
undertaking the task within the enterprise^ may be partly 
attributed to the sheer inability of* the enterprises to do 
so. The reasons for this may, in turn, be the lack of trained 
staff and lack of management, consultancy services, in order 
to fill up the lacunae in, the s.s respects, it might be useful 
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to sat up an adequataly equipped managemsnt cell in the Bureau 
of Public Enterprises, which would provide necessary services 
to tbs enterprises including that of training of manpower. 

The setting up of proper internal organisation may, 
however, well take some time. In the absence of it, it is 
unlikely that the public enterprises would be able to undertake 
an appraisal following the rather sophisticated method sug- 
gested above, in the meanvrhile, the enterprises may well work 
out simpler methods comprised of some relevant ratios of the 
main variables to assess their performance. As a matter of 
fact, in the present circumstances, they may well have to 
adopt a phased programme incorporating a gradual introduction 
of a system of appraisal of performance as suggested above., 

a. ! '* 1' '• 1 ^ 

As regards appraisal by an external agency, the main .arg.ani- 
sation.s directly concerned with this task at present are the 
parliamentary Committee on Public Undertakings, the Bureau of 
Public Enterprises and the Comptroller and Auditor-General of 
India. The type of focus that would be needed for making an 
assessment on the lines suggest-’d above is entirely absent in 
the approaches of the existing agencies undertaking the task 
of evaluation of the working of public enterprises. The exami- 
nation of the working of public, enterprises by the parlia- 
mentary Committee on Public Undertakings is largely concerned 
with natters of detail, which while undoubtedly having a 
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baaring on the overall q-uality of the management's performance, 
do not present an overall picture of the sarfe , The work of 
the Bureau is largely descripti'?e. in its report it does gl>i'3 
some kind of analysis of the financial and working results of 
these enterprises, but it is difficult to discern an inherent 
purpose behind jt. The C&AQ's report again suffers from the 
same defect as the report of the parliamentary Committee on 
Public Undertakings. It concentrates on minor points. 

It might perhaps be possible to entrust any one of the 
existing agencies with the task of making an appraisal on the 
lines suggested above. The psirliamentary Committee on Public 
Undertakings is undoubtedly the most powerful and the most 
respected organisation available for the purpose. But it 
suffers from one great handicap insofar as its suitability for 

undertaking a task of the type in question is concerned. As a 

♦ ■ 

matter of convention, it does not take expert assistance in 
discharging its functions, which may limit its capacity for 
a sophisticated type of analysis. Rartbar, tha Committae is 
usually not in the habit of making a distinction between the 
government and the management ' of tha anterpriss, which is tha 
very basis of the methodology proposed here. The Comptroller 
and Auditor General could be a competent agency, but it is 
doubtful whether It would be desirable to dilute its present 
auditing functions with tha function of appraisal of perfoniBn 
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in ganeral, which obviously involves a different type of 
approach and analysis. Besides, a common difficulty with 
both thpss organisations is that it would be difficult for 
them to cover the large and increasing number of enterprises 
in the public sector in India, 

The Bureau of Public Enterprises is a small organisation 
at present, but it has an immense potentiality of developing 
into a servicing agency for public anterprises. Vith an ex- 
pansion of the facilities at its disposal, it may be possible 
for it to undertake a task of the type and order envisaged her 
Three points may be advanced in favour of entrusting this 
task to the Bureau. Firstly, the Bureau being a part of the 
Government can evaluate as well as advise the public enter- 
prises on such organisational matters as setting up an 
internal organisation for appraisal. Secondly, it can obtaii 
the necessary expert assistance and advice for the purpose. 
Thirdly, it can undertake the task on a fairly substantial 
scale . 

Vhataver be the extsrnal agencies concerned viith this 
task, it would be nc;CcSsary to organise -them on such linos 
which enables them to avail the best of expertise available 
for the purpose. To this end, thsy should have both part-time 
and full-time staff dra'wi from various professions j.g., 
administration, engine firing, ’business and also the academic 
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profassion. Similarly the internal units vjithin the ent ir- 
prise should be staffed viith specialists of a fairly senior 
le^Jel belonging to these professions. Here agciiiij in order 
to attract the best of talvsnt, provision may be made for 
both full-time and part-time members. 
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Prlco Policy of P’lblic Undort.a.klngs 
1. Sorae Basic Consldarations 

The main objectives that the pricing polic 7 of 
public enterprises should servo are mainly three: first, 
it should help a rational allocation of scarce resources, 
secondly, it should ensure an optimal utilization of the 
availablo resourcesj and lastly it should promote the 
growth of the economy. The Government of India had been 
particularly emphasizing the last of the above objectives 
of pricing. 

The question of pricing of the products of public 
enterprises is inevitably linked up with the market 
tion in ^diich they arc operating. The main types of 
market situations in which public enterprises may be 
operating are as follot‘/s; 

(a) Competitive Harkots. The enterprises operating 
under competitive conditions may be further classified 
into throe broad sub-categories; (1) those which have to 
compete with suppliers within the country; (2) those 
which are exporting their products, xnd arc thereby 
competing in foreign markets; and (3) enterprises facing 
competition from imports. 

(b) Monopoly Situations, The enterprises falling 
in this category include the statutory monopolies as 
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well as iuonopolias by reason of temporarjr absence of 
other producors in the industry. ■ 

( c) ■■ ligopolistic Situations. ( Char act oris od by 
a sraall numb or of sellers). Such market sitixations may 
bo further sub-dividvsd into two categories according to 
whether other enterprises in the industry belong to the 
public sector or the private sector. 

(d.) ilarkets characterised by limited number of buyers 
or one buyer only. 

'■Jndor competitive conditions, the prices which the 
products of public enterprises' would be able to fotch in 
the market would tend to ensure both a rational allocation 
and ail optimal utilisation of scarce resources. The profit 
earned by the enterprise under competition tends to show 

the marginal productivity of capital invests in tlia enter- 

1 

prise and thereby provides a guideline for further invest- 
ments. Further, a policy of maxinisatlori of profits under 
these conditions would ensure an optimal utilisation of the 
existing capacity in the sense that the pursual of such a 
policy X’/ould result in maximisation of aggregate benefit''^ 
from the productive activity of the enterprise, x-urther 

rr""”fn the'’pV3¥ent marginal’ producFivit 

capit.al is taicen to be indicated by the profit oarnad 
by the enterprise at optimum output. 

2, Aggregate benefit in the present context implies the 
total utility generated by the enterprise which, in 
turn, would be given by the aggregate area under the 
relev lilt part of the average rcrvenua curve of the 
enterprise. . 



40 - 


it would, ipso facto, an sure the maximal utilisation of 
the growth potential of the enterprise in terms of earning 
of surpluses. ' 

In the case of auterprisas having a significant 
laonopol/ power, it is difficult to define the guidelines 
to pricing in such precise terms. For, under these condi- 
tions, there may be occasions for a conflict between the 
different objectives as outlined above. Thus, a pries 
policy intended to ensure maximisation of the aggregate 
benefit generated by the productive activity of the antor- 
prisa, may not bo the sma as the policy aimed at showing ' 
the marginal productivity of capital invested in the antor- 
prise, Aggregato benefit would be maximised by producing 
an output at which marginal cost is equal to price, while 
the marginal productivity of capital would bo shown by 
the profitability of invostaent at the optimal level of 
output. Further, the policy int vended to maximise the sur- 
pluses earned by the enterprise nay be entirely different 
from either of the two :abovo. 

A detailed theoretical analysis of the question of 
pricing in monopoly type public enterprises %'roulcl show that 
policy raalcing in ttiis respect is basically one of laying 
down priorities regarding the various objectives which the 
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rafarant policies arc intandod to servo, ^ From a logical 
viewpoint, tlio follcwing order of prioritios may bo 
suggastodi 

(1) The ontorpriso should not run into losses. Ihis 
is of particular significance in those cases in tfhich the 
enterprise suffers from excess capacity. 

(2) The enterprise should, try to naximise the benefits 
arising from its productive activity. This is of special 
importance for public utilities. 

(3) The enterprise should maximise its surpluses, with- 
out resorting to output restriction. 

iis a matter of fact there need not bo an inevitable 

conflict beti^oen the last two objectives. Tho objective 

(2) implies expending the output of the enterprise to a 

level at which marginal cost is eciuivalant to price. The 

objective (3) implies extending the output beyond the optim,al 

point in such measure as to maxiraise tho surplus Orarnod by 

the onterprise. In many cases it should be possible for the 

ll' 'in tho'’ul1:ira'ata an'S'ysis the'' quos tion" oF' pricing 

veers roun.d cort.ain value judgments about the objectives 
which the public enterprises are expected to further in 
tho economy. The b.asic assumption underlying the analysis 
in this paper is that one of the most important objectives 
of pricing policy of public enterprises in India is 
generation of surpluses for, deyelopraent.al purposes. The 
justification for m-aicing this .assumption lies in tho 
policy declarations cado by the Planning Commission on 
this question. 
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ontarpriso to maximiso its surplus as whil.a producing 
•the output inflicatad by obj active (2). Insofar as there 
is a conflict bv3tTr3Gn tli j two, a. suitablo corapromisQ may 
bo offoctocl hooping in view the ovorall objactivos rogard- 
Ing mobilisation of surpluses. 

Excepting tho cenditiens of excess capacity the 
crucial issue in determining the price policy of this 
category of entorprisos , thoroforo, would turn mt to be 
one of choosing a level of output between two limits: the 
capacity or the optimal output on the one hand, and the 
lavel^ of output at which marginal cost is equal to price, 
on the other ^ In case the enterprise is suffering from 
Gxcoss c.apacity, tho Gompulsion of satisfying the minimal 
commercial criterion of covering costs with revenues might 
necessitate restriction of output balcn-; the optimal lev-el. 

In betw-oen the two extremes of the competitive -oiid 
monopoly situations, there may bo other market situations 
characterised by varying dogreos of the competitive and 
monopoly elements. One such situation may be that of 
oligopoly in which there are a few- sellers competing altli 
each other so that the price policy of each individual 
unit has a bearing on that of others. Another naj’' be one. 
in wi'iicii ttie onteri^risQ may be confronted with a small 
number of buyers or one buyer only. . /Yet , another possibility 
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is that of monopolistic compotition irt ’ifhicli there are 
a large, numhar 'of buyers .and sellers, the latter differ- 
ontiating their products by such means as advertising 


and branding. 

In the case of oligopoly and monopolistic competition, 
the public enterprise need not follo'.f a cliff -erent policy 
than what it should have done if it wore a monopoly which 
me.ahs that it need not follow a policy of output restriction 
simply to augmmit its surpluses. The market situation of 
restricted number of buyers may result in higgling and 
bargaining between the ontorpriss and its buyers which, 
in turn, would tend to make it difficult to gonoralise 
about the overall consequences of a price pclicyt 

Under competitive or semi-competitivo (like oligo- 
polistic or monopolistic) conditions, the onteiprlsos having 
lower costs would bo .able to m.ake larger profits than others. 
This might be considered undosirable for strategic reasons 
particularly if the enterprises having a comparatively 


advantageous pofsition are in the private sector. Further, 
under conditions of ov.jrall scarcity the pattern of distri- 
bution of the product emerging from the free interplay of 
the Eiarket forces may not bo resa.rded as^irf national 
interest. In such caaoSji,. ro may be a case for control- 
ling the prices as well as the distribution of the product 
in question. In the event of such control being -exorcisod, 
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tho price policy of tho ontorp rise would not be detor- 
minod independently; it would be a part of the overall 
price policy for the industry as a whole. Under such 
”administerod‘* system of prices, the position of the 
enterprise will be the soine as under perfect competition 
and, as a corollary, following the priorities discussed 
above, the level of output which the enterprise should aim 
at producing under these conditions would be liiat at which 
the marginal cost is equo.! to price. 

, 2. The Existing; Position 

The market situations in which public onterprisas 
are working in India at present are various. Quito a 
number of enterprises are operating in fairly competitive 
markets, competition being aitlier from indigenous producers 
or from imported products or from both. For instance tho 
Hotels Corporation of India, and the Hiiidus tan Salts, 
compote mth private indigenous concerns; the iiir India, 
the Hindustan Machine Tools and the Indian Oil Corporation 
have foreign competitors -and tho Bhara.t Slectronics, tho 
lioghul Lines etc. are in competition with both. At tho 
other end, there are numerous cases of enterprises operat- 
ing under monopoly conditions. The electricity and 
transport undertakings, tho Indian Airlines Corporation 
and the railways are statutoiy monopolies while a few 
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undertakings liko the Hoavy Electricals, the Bharat Heavy 
Electrichls, the Hindust.an ilntibiotics and the Hindustan 
Shipyard arc nienopolias by reason of absence of ccapeting 
indigenous producers in the saino Industry and lack of 
imports of the commodities in oaiostion from abroad. The 
Hindustan StoGl, the Fertilizer Gorporatioa of India, and 
tlio Ho.tional Goal Dovelopmont Corporation ma},'' be regarded 
as enterprises opero.ting uithin an oligopolistic framework 
of raarket. Exivaplos of enterprises operating in mcnopolistic 
markets may bo provided by the Aslioka. Hotels, and the Air 
India International. A favr enterprises like the National 
Mineral Dovelcpment Corporation, the Indian Telephone 
Industries ;:md the Hindustan Teleprinters have to deal with 
a sraall number of buyers as a consequence of which the market 
condition in whiclx thov are operating approximate to .'that 
of higgling and bargaining. r. . ^ 

There is c" ns id or able evidence to show that the pricc- 
pollcies of the public enterprises are significantly condi- 
tioned by the market sitU'-ition in ’vhicii they are operating. 

\ . . . . . -o": . ' 

Most ontoip rises operitine in competitive markets fix their 
prices in lino with thv. niling prices of the commcxlitios in 

■f|! ' ' 

qiiostion in the market. In. case the competing enterprises 
arc foreign, the landed cost of impo.rtod products is generally 
adopted as the basis for price fixation. In the case* of 
enterprises which ?.re ncnopolles or possess a, very significant 



cost 




degroa of monopoly pov/or, prices nro fixed on the 
plus basis. This implies that the prices of preducts 
those ontGrprisas are fixed in such manner as to bring 
in a certain margin of surplus over ag grog ate 005 t to the 
enterprise by ’■r.a;^ of revenue.^ A fexf notable oxaniples of 
entorprises adopting this methed for price fixation are 
the Hindustan Mrero^ft, Indian Telephone Industries and the 
Bharat Sloctrnnics. Often the siiiplus obiectivo is dater- 
rained in relation to the aggregate investment in the enter- 
prise in question. But in some cases like the Hindustan 
Gables and the Bharat Blectronics the aggregate turnover, 
given by the aggregate cost, forms the basis f-'r the same* 
The entorprises operating under cligopolistic fr-ejne- 
tfork of market follow more or less the sane approach towards 
pricing as the monopoly type entoriD rises. Usually, hewevor, 
such market situations are oligopolistic only in structure; 
thw) el-ement of competition inherent in an oligopolistic 
situation i^ ojnorally conspiaiaus by its absence from 
then , 

Often the potential competition between the enter- 
prises operating in such markets Is done oojay with by 
introducing some -system administered prices. The 

T7”'Ai~X~aW’er !Vf "fact*j tho' enlorpHses"!^^ 

the ptiblic sector, have adopted this principle of 
pricinr. The important public utility iindert.akin.gs 
like electricity and transport corp'^rati'ms fix their 
tariffs on the cast plus ba.sis* ' ' 
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n-.rkjt situation in the staol and fartiliaor inclusti*'/ and 
to somo ojctont coal could possibly h,ava b.roii oligopolistic 
but for the Govornmont control over tbo prices of tha 
products of those industries. Itie raticno.lc for this may 
b® said tr. lie in ( a) the relative scarcity of the presdict' 
in question (b) the desire of the Gevarnment to proVv^nt 
the private enterprises in the industry for melting ^diat 
it regards as unroasonable profits (c) the anxiety cf ths 
Government to pro toot the financial interests of enter- 


prises ope ranting at high capital (or even operational) 
costs, -and (d) the- anxiety of tiro Gove rnnent to ensure 
the supply of the products of the industry to users at 
reasonable prices. 

Under conrliticns of nionGpolistic corapatition, the 
puiblic 'tait erpris as .are guided by more brr less the sm 
set (of considerations as are .the private eiiterirrises inso- , 
far as pricing is concerned, ;This inevitably iraplios 
c-''ncern for covering their costs by their earninns as f^-.r 
as p'ossible. Ao a matter of fact, at present th-ero are 
very fevr public anterprlses vrhich.nay bo said to bo opera- 
ting under this type of market c.anditien and often arherevor 
conditions are like that, the environment of overall scar- 
city of their products or services, tends to reduce thg 
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rigour of coapatitioii the 3 r have to faco.^ 

In the faw cases of the market condition of higgling 

and bargaining, the enterprises in question do not seom 

to have a definite pricing policy. The prices of, the 

;aucts‘ ■; of those enterprises tend to be detemined by the 

relative bargaining strength of the buyers and sq 13 ;Ws. It 

the 

appears that on^rhole buyers are able to dictate their 

p 

terms to those enterprises. , 


3. Defects in Policies 

Broadly spo.alcing pricing in public enterprises operat- 
ing in competitive markets satisfies the overall .objectives 
of pricing characteristic of couimorcial undertakings* The 
force of competition compels them to make continuous . 
endeavours tc-rvards reduction of costs and expand their 
outpat to the optimal level. The losses incurred by them, 
if any, under such conditions may well be pn index of their 
inefficiency.^ 


1,., Thus in many cities, the Government da.iry and poultry ' 
farms are ostensibly operating in competition ■t.jith 
private suppliers of same or idontic-^l products. But 
the total availability of .the ccmvAoditios in question 
is usually insufficient to meet the total requirement, 
as a result of which competition between the different 
producers tends to become notional r.ath3r than genuine. 

2. The Fa.tiona.1 Mineral Developaont Corporation has bean 
complaining about its in.ability to soairo suitable 
prices for its products from the. Minerals and Metals 

Trading Corporation. Similarly the Heavy 
Electricals have the fooling of not receiving proper 
treatment from some of the/ Electricity Boards*, 

3. Thus the losses incurred by such enterprises as Khadl 
Gramodyog Boards in va.ripus .States may well bo attri- ■ 
bated to both operational' inefficiency and inefficiency 
of investment. , 
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Tho aboV3 is not, hotrevor, true of the enteipriSGS 
working in monopoly or oligopolistic situa.tions. A laa^or 
dofoct in their pricing pcdicy arises from tlio emphasis on 
surpluses rather than the lovol of output in fixing thoir 
prices. The conditions of monopoly and the relative scar- 
city of products make it possible for thorn to attain their 

1 ■ 

surplus objectives at less than optimal output. How far 
those ontorprises actually t-aho resort to output restric- 
tion, it is difficult to say. But to the extent to which 
this happens the surpluses earned bv the onterprisos would 
not show the marginal productivity of the capital invested 
in then. Further, this approach towards pricing works 
aga.inst the possible use of the price raechanics for ensuring 
operational efficiency. It is true that several enter- 
prises are now taking stops towards using sophisticated 

techniques: of cos t; control, and mail agom.o 31 1 account ingv.to^^, o 
2 

this end, yet it c.an hardly bo denied that the price 
policy can pl.ay a significant role in this direction. 

Secondly, the policies often suffer from a multipli- 
city of objectives, and a wrong assessment of the inter- 
relationship between those objectives. An important - 


1, An illustrative case of earning of surplus along with 
output restriction is provided by the Bihar Hoad Trans- 
port Corporation'. The Corporation was earning surpluses 
for a nurebor of years (1959-60 to 19 SI -62 even though its 
capacity was not utilised to the optimum level. The 
Fortiliaor Corporation of India provides another example. 

2. Examples are the Fertilizer Cbrpo.ration of. India, the 

Hindustan Steel Ltd, and the Chittaranjan Locomotive 
Factory. The Fertilizer Corporation has been particularly 
keen in this respect. ^ 
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andj In tha prosont c '-nt oxt, 'p-jiiiaps tlio nv'-s-t inportant 

-.;cb 3 o-ctivo of priciRg is tlu gone ration of 'surplusosj 

■but this , obj jctivG has, in savoral. casos , boon hodifiod 

of ignorod'in favour of s xig a:ther objoctivos mthout a 

detailed consid3ra.tion of tha extent -of conflict botxfoon 

th-3 two,^ Possibly, th'O authorities tricing the rol'3vant 

decisions have been guided sore by convention than a 

2 

detailed study of the issues D.nvclvod. 

Thirdly, in nuniber of caser, espjcially public 

utilities and troX' sport, o.pparontly irrational pcllolos 

are being followed in the nania of public interest.'^ It 

would bo difficult to gainsay that public enterprises sh'^^ld 

functicjn in public :'ntor3st and that they shnald not have 

the narroor aim of earning pr'fits as priva.te enterprises 

ho-Vu. Fevertholeso, it sh-ould bo p.-'ssible to rati'onalisc 

3^s inoaning an,d defin-e ibs cO'ntont than 

arhat hc-S boa'i done s-'"" far. , : o , P'. ' 


in relation 


1. Perhaps the here o.c.-U'ule of rei-b is prca>’ided by the 
pricing of f ort-lisor^,. The Govern;:, eat has for 1 u'),:;: 
boon iceeping tn.o pric's of fertilisers I'vo/ P'''SSibly 


to what might ^xith the object5,ve O'f keeping bi j coxiirx.ity ■'-rithin the 
have been the roach of the uso--'c,. , In a si I -f scarcity, this 


®auilibrium 

;;p:fiG:e:;;;::p 


has load to) th-j ei:n,rgenoe of c::'p".ex probl'^ns of distri* 
bution, without in- any way cent ri’:u ting to^-rards a noro 


effoctiv. 


rational use of the product in ciuesti'^n, 


2. i rath-er roinarkabio 17 ; :tration -rf conventions bear 
:::':77:U:|)o:h:vtheofOfMulhtfhh77ff77li^ 

by the approach ^f th-..; , , j- C-onnis;sion.- t-o the fixation 

of prices in public sh:cr , ''-•h-dertakliigs. In determining 
the rate of .return capital ' periais-sibl-e to public, 
enterprises, the C-oimnissicn is broadly guided by 

the profit margins al 'lowed to, the comparable cases in 
the private .sector , or the current rate r-.f return on 
inv OS tmen t s in g ens r ai ■ ' in' th e- o cono-ny , rathe r than a 
■7y;7:::dbtiiTbd;77®ii|bl'bwbf;:il!ib|i||lU;bilifiy^ 

3. Nationalisation; of unec-ohomlc .routes by the rr^ad trans- 
port undert.okings in tho^ public sect-er and extension of ■ 
power linos to unronmie.rative ar-eas C'-'Uld provide 
interesting illu-str.attons. of this 
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Fourthly, tliaro is a roiaarkablo lack af unifomlty 
between the principles on the basis nf triiich the suipliis 
targets of the enterprises are determined. In the light 
of ’'•diat has been stated ab-'vo, the very m.ithod of fixing 
prices an the basis of a prodotermined surplus target 


would appear to be wrong. But if a strategy like that is 
folloi-red, it would be desirable to h.c.va at least a uniform 


set of principles for the saiiio. The lack of uniformity 
is reflected both in the bases over which the surplus 
ta.rgets a.r3 dotemined and the principles for dotemlning 
the margins over the bases. Thus as pointed out above, 
while generally the capital invested In the enterprise 
forms the basis fr fixing the surplus targets, in certain 
cases it is the aggregate cost of the enterprise which is 
adopted as the base for the purpaso. Further, the method 


of estimation of aggregate capital itself is not uniform 
bcingy block capital in some cases :an.d subscribed capital 
in the case of others.^ In the case cf enterprises 
operating in an oligopolistic framework of market^, lack 


of uniformity in the bases of pricing is evidenced in a 
somewhat different dinonsion. In the covSe '-f steel 


uniform retention prices based on the costs of one entar- 

1. The Tarrif Gomiiiisslon, has beon. adopting the’ capital block 
for purposes of fixatibn of prices. The "capital block" 
in the case of the Sindri Fertilizer Factory was taken as 
equivalent to (1) the subscribed capital of the Company 
plus working capital estimated at four month'^s cost .of 
production. In contrast to, this su3?plua objectives of 
the Bihar Koad Transport .Corporation are determined on 
a capital haSe ropresontod by the subscribed and paid 
up capital of the enterprise^,. . 
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prise and that a private enterpriser- TISCO- is paid to 
all the eiterprlseo. In the case of f erti-lizers, ' 

the other hand, the price payable to each enterprise is 
determined inividually on the basis of its realised 
costs. 1 

4.S regards enterprises operating in markets of the 
last categery characteristlsed by higgling and bargaining 
pricing of their products lacks any focus whatsoever^ ind 
this is quite natural since they cannot plan about their' 
pfices with a view to achieving specific ends. This has 
an effect on their output po?uicies as well which tend to 
become haphazard as an inevitable consequence of the un- 
certainty associated with their financial plans. 

4. Imnl grentstion of Policies 

Notwithstanding the above defects there is a certain 
measure of direction in the pricing policies of the public 
.^terprises insofar as they do generally intend to make 
surpluses. The imploientation of these policies, irrespective 

of the quality of their content, is, however, seldem satis- 
factory, This is refflected in the fact that ouite often 

the financial results projected on the basis of certain 

prices of the products of these enteipprlses are not realised. 2 

1, In fact, one of the-maio3" cfomp^ by the' ■ , ; 

representatives of the Hindustan Steel to the Study-. ‘ ’ 
Team was that the basis of price fixation in the Iron, 

and .steel Industry is unfavourable and unjust to the- 
public sector, ■’ 

2. A very good example of this Is -provided by the Bihar 

Road Transport Corporation in which the gap between ' ■ 
anticipated and realised. profits during some recent ' 
years has run into upto the subscribed and 

paid up capital of the Corporation.. 
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. In tho main the failuros in achioving tho anticipatod 
rGSUlts in this rGg ard may be as crib od to three f actoids: 

(1) defective planning of prices (2) lack of adequate 
knowledge of the inter-relationships bot’/oen the different 
variables on which the results expected from the prices 
planned f or a given period depend, .and (3) lack of timely 
action to ensure that the anticipated results are realised. 
The prices expected t^' bo realised during any a.ccount- 
ing period should be realistic in nature in the Sense that 
they should be such as c-an be realised during the period 
in question. A realistic pro,] ection of prices would 
naturally necessitate a realistic prog action of the dif- 
ferent varia.blos on the basis of which prices are deter- 
mined^ .on the 'ono hand, and a realistic estimate of the 
likely deraand conditions during, the period in question, on 
the other. The principal end results of pricds as - 
reflected in the financial results of the onterprise are a 
function of a number of varl.abl os which in turn may be *. 
taaction of a number of other secondary varl.ables. Unless 
the relationship between these variables .imong themselves, 
on the ono hand, and. that between these variables .and the 
overall end results of pricing are precisely known, it would 
bo difficult to guard against . the „ crJnsequencos of unexpected 
ch.angos in these variables on tha overall financial results 
Lastly, in ^rder to take timely corrective action to ensure 
that the, anticipated rosuits are realised, the enterprise 
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should havo a built-in systan by which tho Ei.anagamant 
at the top lovol is inforaod of what is happening and 
, advised in regard to the action that needs to bo token. , 
The procedure by which the pricing in the public 
enterprise sector on the c'.’St plus basis is being done at 
present, is, by and largo, as follows. Prices ore fixed 
in advance of -the accounting poried (usually the financial 
year) at the tiiae of tho preparation of tho budgot for 
the year in ejuostion. The method adopted for this is more 
or less like tiiis. The aggregate output of the ontorp rise 
during the ensuing perind is first estimated. This pro- 
vides tho basis for oistima ting the aggregoito ccsts during 
the period in question. In the case ■■'f some enterprises 
o.g,, the Chittarenjan Locomotive Factory and the Ferti- 
lizer Corporation of India certain standards: or norms, 
of usage of inputs are used for arriving at this GStimate* 
TJsually,, hoxfGver, historical cqsts, i.e., c^sts ' 

incurred in the curront year or the previous year are 
used for arriving at the estimates in question. A margin 
of surplus estimated. a,s a percentage of tho capital invest 
od or aggregate turnover is then added to tho aggfog.ato 
costs thus arrived at for getting the total amount to be 

a.ggrogato expected output 'giyes the price per unit of 
output . 
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Thora are fow entorprisos in tha caso of which. 

.adoquato care is haing taken to onsuro that the relevant 
aggregates for pr gacting the prices are realistic. In 
the caso of the Fertilizer Corpor.ati'-'n -f indiaj the 
prices '''f which h.ave f-'r a long tine bjen dotorrainad in 
consultation with the Tariff Comnission, some measure of 
sophistication is observed in this reg.ard. The approach 
of the Tariff C.-:nii:ilssion is fairly raeticalcas and it takes 
into.’ c-ansidoraticn both the historical r.3cords of perfora- 
;anc3 and the special factors that might have a bearing on 
these aggreg.at os daring the price-p.eriod i.e., the period 
fer which prices .are fixed. 

But generally the public enterprises use rather 
crude «)€ tbods in these vcLriafeies. Ftostly the 

past results in regard t-'o perfomanco o-re projected into 
the future ''d.th broad modifications to inc'','rp.arata the 
■affects of changes in capacity. : F.or ex.aiaplG, a ratl^ 
common variable v^ose affect .on these aegregates is ign.'-'red 
is the price level. Changes in the price level inevito.bly 
have a significant bearing on the level of cost end thereby 
:::;thho;tdaldsdd ;deyel;: rplus:dsi:fe;v 

i*’ To' 'take an'"' oxoaple'^'*'' the. c.o's'tS 'af''W3"'B3^ar Ro'ad’ Trans- 
port Corp;>ration has .be.xi almost continuously increas- 
ing since 1962. But it' did, not make any pre^idion for 
it in budgeting its costs and .revenues, with the result 
that its realised surpluses are falling short of the 
expected surpluses almost continuously since 1962-63. 
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As rogards tlio socond point, tlio study of tha inter- 

ral at ion ships botwoan tlio difforent variables bearing on 

the ond-results of pricing - i.o,, surpluses, - it appears 

that the public enterprises have not so far given suffi-. 

ciont attention t- this aspect of pricing. It is true 

that many public enterprises do possess a statistical unit 

ifith them to collect facts about th:ir operational porforra- 
1 

anco. Similarly records regarding finances and costs 
are also maintained. But how far they are used for tha 
purpose in question is difficult to say. To take a few 
concrete eases, the statistical unit of the Bihar State 
Electricity Board, does collect a lot of information about 
the operations cf the entcrprlSG; But the information 
so collected is seldom used by them to explore why tha 
enterprise has boa'', incurring ’’unplanned'’ losses. The 
sane is true cf the Bihar Road Transport Corporation i^hich 
has been Incurring losses year .after year since 1963-65 
even though it has been budgeting for profits in each year. 

As regards the last point, public ontorprisos do 
have some system of financial , control, but more often than 
not, there is no c-oordinated action to ensure that the 

overall budgeted results are recalised.,’' 

1. ' A fow major undortakines hd^lng statistical unllbs are 

The Indian Cil Corporatib.n.,Ltd, , Export Credit and 
Guara.ntoe Corporation Ltd, , Einuustan Steel Ltd. and 
the Rational Coal Level opmont Corporation Ltd. ■ 

2, The .available inf^^rmat ion indicates that few enterprises 
have even a rudimentary system .'of management accounting 
One ^notable exception/.seaas to bo the EG.yvoli Lignite 
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In a major Fay, this may bo .attributed to tho 
inability of tho top nanigomant to obtain information in 
sufficient details and covering the aspects as indicat od 
above. But to a significant extent this may also bo 
acccuntod. for by tho delays in tho coriiiiunication of opera- 


tional results to tho top managoraont from tho loiter levels 
in the nanagoniont hierarchy. Unless the top maJSagomoi'tt 
is informed of the quality of the porforn-ance of t.ao enter- 
prise and the rol.ated matters .a.t the tine when things arc 
actually happening, it F"uld not possibly bo able to take 


corrective action to ensure that the expected results are 


realised. Dola.ys in c-'mnunication have .an adverse effect 
on both the foiraulation and implement at ion o-'f policios. 


5. Administrative Fact .or 5 Accounting for 
Defects in Policies , 

•To a signific-mt extent the defects in the pricing, 

policies may bo attributed to the . adninistrativo constraints 

under which they are formulated . Th.j relationship botFfoon 

the Govornmont and the enterprises on this question is 

rat|ier very complex. Apparantly, barring a few exceptions 

llho tho electricity undertakings, the Government has 

1*' '^b lake a rather oxtreme kind c¥ ' example , in the cas"o 
■of tho Bihar State head. Transport Corporation, the 
compilation of the -oporati^''hal .and financial results 
of the Gntorpriso takes- about one year so that the 
management comes to. know Fab nut them much .after the 
■accounting period to •'yhich they.'.rel.ate. has elapsed* 
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loft tha antorprisas C'xipljtoly froo in tha natter, of 
pricing. A study of the enabling statutes --^f the S 
major corp arati ans and the articles of association of 
47 Gevoinnent canpanies shows that appa.rantl;^, tha 
Govormiant has loft thv'j ontorprisas almost ontiroly froo 
in tho mattor of pricing. Thoro Is virtiio-lly no roforonco 
to tho question of pricing in than. 

fat in a majority of casas, the Govornmont does 
oxorciso' a significejit amount of explicit "'r implicit 
control over tho pricing p-dicios of those ontorprisos, 
and 0113 of tho import. int aspocts of pricing ^'vor which 
tho control rf tho Go'vernmont axtonds is that of earning 
of surplusos. Thoro is c'-nsidorablo ovidanco to sh-w 
that in many'casas tha Govoromont la,ys m axplicit or 
implicit obligation on tho ■ ontarpriso t-? aarn a cortain 
.-imount of surplus. Th.j '''bligation is m .-st oxp'liclt in 


theso casas in which pricos ara fixed by. 


'X 


in consult - 


tif:'»n with, tho G '■wornmont , f oh' in ^ such casas tho Govora- 


mont mokas an axplicit alio'-ranca for it in fixing th. 


prices. 3von if thoro .arc no .asplicit -"bllgations of 


1, Tha roplios given by the,: public ant arpiisos to tho 
questionnaire issued by the Study Team rev ogled that 
in tho maj'^rity of the ant'-irprisas pricing is dona 
oithar explicitly by the .Govbrnmont or in consultation 
with the GAvarnnjnt. As- a' matter of faetj thoro is not 


much of a differonca bo tereen fixation of q' rices 


th( 


Government and that in C''nsultation with the O'-vornr 
In oittior case, tha Givarimont . h'-s the final say. (Cmi- 
crata inst-iicas g-f ontaipriso's 5 which fix_ tlulr prlc os 
in consultation with O.-'-vemmont, aro pr~‘Vided by tho 
Hindust.iji Gablas Ltd,, , ■ the A’ayvdli Lignito Corporation 
Ltd. and iiiG Bih.ar Stiatd' Road . Transp-rt Corp ■'ration Ltd.) 
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this kindj the G-'vyrnnont roprosGRtativos an thoir control 
boards arc not o:varsa to convoying the vis has of tho 
GovorRaont to thorn on this quostion xfhich has .an alao-st 
compulsive effect.^ Further, tho gonoral p"licy announco- 
monts by tho Planning G.oaoiission on those questions from 
tine to time tend to- be taken .as p.'licy directives by 
these onto3:q)rises. . . 

The keenness of the Governnivont t ensure that tho 
public ontorp rises are ear nine surpluses is seldam ?.ccom- 
panied by an oqual njasure of keenness to ensure th,at they 
■are followin.g the right kind of output policy, is a 

result of this, there is no particular .anxiety on the part 

/ at the optimal level of capacity, nor are they keen to reduee 
of tho enterprises t.-’ pr'duce^heir costs by improving ■ 

their technical efficiency.^ Keeping in view the fact 

in" in the c-'urse" '-"f 'tlio 'intorvievs ley the' author, of some 
top manar;ori,al personnel in public enterprises, it 
caiiiQ out that' the senior government officials reprasohtsd 

on tho c.ontrol boards pf -df mpt -}a«M'^ 

cio nfft always maintain a clear distinction betrfcon liijir rolo 

as a government offici.al '.md that as a amber of tho t'op 
decision making body in the enterprise. 

2* In the course .jf his evidence t-* tho Study Team ’~n Public 
dntertakinqs', Shri H.S, Rao, Chairman -'f the Hinchist-an 
Steel Ltd. laid p-.articular emph.asis on this point. Expl- 
aining the tvr aspects '-f crest reduction, by fuller 
utilisation of existing cap'icity and by impr''Hremonts in 
the usage of inputs ho^ allogody that instead cf trying 
to reduce costs by efficient use of ros'urcos, public- 
■ sector onteip rises, n.nxl'TUS to secure a return of 10 to 
12 par cent expected ' of them by the- -Planning^ommission 
and the Government, try te lo.ad it on t-;- th'eir prices , 
i sometimes, without 'reference even to their* production . i 
almost efficiency an4if ' «o invariably without th’Ught about the ; 

■ consequences -that w-oul'd '.follow i 
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tliat tho majority of ontorprisGS do possess a fairly 
significant degree of ’monopoly power tho Government’s 
concern for their financial results should bo accompanied 
by an equivalent measure of c-^^ncorn for their output 
p-'licy as well. Cf C'-urse, it is true that under the 
existing market conditions, a step in this dirocti''n need 
not ensure economical us, age of resources, but it would 
certainly contribute toofards a bettor utilisation of 
capacity. 

There is a further aspect of the Government’s engage- 
nicnt with this matter, which aots as- an added fact-^r to 
complicate the situation. Ttiero are cases of public enter- 
prises operating under vague constraints in regard to 
pricing, tho intor-pretation of which is more or loss left 
to the manag^emont. Thus the road transoort undertalings 
are expocted to provide ’economical’ and ’ efficient’ ’ services 
to the people, I’niat exactly is mean, t by 'economical’ is 
loft to the m-m.agemjnt of the enterprise to decide pre- 
sumably in c-nsultation with the State Govornraent concerned, , 
fague policy directions of this kind load to an atnesphore 
of confusion in the formulation .of policies, as the manage- 
ment:' is/iot quite confident ,of moving In any direction., In 
some ways, it might bo better to leavo the m.anagement entirely 
free than tC' give them vague, and confusing directions, , 
ir"'Th8“Koad Trarii^rt Gc^'S 1960; Chapter 




To a largo oxtont, ths- 'lo s - % of avoidablo irrationality 
in pricing policios on considorations of public interest 
may bo attributed to this factor. As has boon stated in 
a previous section, public interest is undoubtedly an 
iap-'rtaiit consideration bearing on the pricing policy of 
public enterprises. But lack of clarity in regard to its 
content has often load to remarkably inconsistent policios. 

A very good example of this is provided by electri- 
city and transport undjrtakings. Public electric supply 
undertakings are generally expected to provide power at 
concessional rates to the agricultural sector. Further, 
in some States, massive investments are being planned for 
supplying power to the industrially bactorard areas, where 
the llkoiihood of growth of industry is apparently very 

meagrej xfhoreas the areas with potentiality for Indiistrial- 

- 1 

Isation are likely t"’ face shortage of power* Such 


1. In this centaxt, the follot*ring extract from the Annual 
Financial Statement of the Bihar State Electricity Board 
for 1964-65 is very relevant;- 
"Unlike private undertakings, the Br-ard does not confine 
its activities to places v^iero the deraand is concentrated 
.-and investment is profitable. Although it is primarily 
intended to be a prrfit-ni,aking organisation on a modest 
scale, it has to be alive to its social obligations. It 
has, therefore, to undertake, within acceptable limits, 
electrification of the rural areas xfith a view to giving 
facilities oven in the remote villages for the promotion 
of small scale industries, irrigation facilities, etc. 

In those areas, however, it takes a long time before the 
load develops but the expenditure on maintenance is 
appreciable almost frbm'„tho 'yery start". 

Ilie investm on tornado by the Board in rural electrification 
during the Third Plan period aggregated Rs.363,*^ 
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docisions aro hardly based on a rational calculation of 
the costs and bonefits involvod. As for nationalised 
transp-rt, price, differentials botwoon different categories 
!:>f routes are seldom based on a rational calculation 
of the differential costs. To a certain extent, of course, 
threadbare correspondence betr-reen fares and costs in such 
services is inadvisable on grounds of the inconvenience 
that it would cause. But much of the presently existing 
discrepancy between the two may bo attributed to some 
concern for public interest.^ ■ 

In the case of enterprises dealing with a relatively 
small nuraber of buyers, absence or distortion of policy 
results from an absence of cxnpulsion on the part of buyers 
to give a f.air deal to the sellers. The some may be said 
about the sellers, if their side is stronger than that "f 
the buyers. In all those cases, in which the market con- 
dltiQi/ia such as to give rise to an occasion for higgling 
and bargaining, rationality in pricing policy can be ensured 
through some kind, of compulsion, or through mutual agree* 
ment batifoen the parties concerned. At present, there 
is a complete lack of the administrative machinery need^jd 
to resolve the problem in either ways. To a limited extent, 
such problems are being tackled by the administrative 

ministries concerned. But, on; tho whole, the matter is 

i'*' ThXfwaili'^id statistics on "the operation of the" Bihar 
State h-ad Transp'^rt C'ltw-ratlon shwf that town services 
are almost invariably unec.onomiccal. Yet the Corporation 
has boon reluctant . to .Iherease: the faro for these services. 
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loft to bo thrnshod. out boWoon tho sobers and buyars 
thod solves, ■ • 

6, Administrative Factors Rasuonslblo for 
D'o'fGCt^ in Implomentatlon' of FoiXeias 

The most important factor to bo toJcon into account 
in this context is the inadequate appraciation of tho 
urgency in regard to earning of profits on the part of * 
thQ managements of public enterprises. Notwithstandir^ 
the Government's explicit or implicit intention to earn 
an adequato return on its investments, there is virtually 
no assessment of the perfoimance of the aanageiaGnt in the 
light of the financial results of the enterpriso. The 
chief oxecutives of public enterprises or, for that matter, 
the members of their control boards, have no personnel 
stoko in the financial per formance of the enterprise and 
somdiow they are not being rawrardod or punished for how 
the ont orprise performs -on the financial front. 

Much of the difficulties in the way of a proper 

planning of prices can bo attributed tt the absence or 

inadequato staffing of the economic end statistical units 

in those enterprises.^ l^Jhatover statistical units they 

i,„"\'iut of the "42 Central' Government 'undertakings whi'eS'" 

responded to the questionnaire issued' by tho Study Team, 
only 11 were having statistical units with them. Sven 
among those, there were only a few which could claim 
to have dovoloped their units to a level which w-^uld 
enable thorn to undertake tasks of a serious nature. 
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havo is gancrally ovor busy filling up and. sanding the 
nuiaoraus proforma of reporting to the administrative 
Diinistri-es. Broadly, it m.ai’’ not bo too far fmm the 
truth to s.ay that the ocanom’ic -and statistical units 
within the ontorprisos are used more to keep the outside 
individuals or organisations informed about the working 
of the enterprise thin to keep the raanag ament of tha ontar- 
priso itself informed of the soma, 

Hio available information indicates that in most 

enterxerisos statistical units are virtually treated as 

' 1 ^ ^ ^ ^ 

unnecessary appendages t^ the crganis.ation. Ihey are 
not expected to play .any important part in the formulation 
and implementation of policies - a fact which stands in 
strange contrast to private undertaljcings which are now 
increasingly realising the necessity of obtaining the 
help and advice of qualified economists .and statisticl-ans 
in formulating their policies. 

Along with it is a lack of coordination bet’.'Teon the 
statistic.il, planning and budgetary units vrithin the 
o3:ganisations, as a result "f which not unrften the 
different sections arc not fully aware of the work being 
done, by other sections, and,. are not' of much help to 

'"’'^h7''ropli os' to ' tlee""quostionn'aiio circul at ed' '''liy the 

Study Team provide an indirect evidence of this, ho 
enterprise made avon the barest reference to its 
statistical unit while discussing the role of its 
various administrative units (e .g, budget and accounts 
section) in the imp.laiaentatioh' of its policies. 



-65- 

oach Tho planning units which most ontor- 

pris^js h wo aro' ontra'stod with, the task of formulation 
of both long torn and. short tom pr.ogrami.ios of c’^utput 
and inv.j stm jnt j while the hudgotin.g sections bear the 
rosp-onsibility fo^r preparing the annual financial estinatos 
of incoao .-and oxponefituro. Obviously, in order to- bo 
.able tr plo.n in a realistic m-annoro tlio unit in charge •.;f 
it must hav j cl.etailed statistica.1 inf. rmation about the 
oporations :f the ontjrprise. Similarly, the unit in 
charge cf budgeting must have full knowledgo of th..; 
bohavi'^ur of costs and revenues in resp-''nse tr ciiangoB in 
output. But n't unoftjn those administrative units within 

the enterprise work with the spirit of a clear cut deraarca- 

■ . „ . 2 ''- 

ti.en between their jurisdic ti-ns and rosp 'nsibilitios, 

iV''"c?ut"'of thd'‘"Il Central Gove'3^aeni''undTrtal^^^^ which are 

having statistical units (please see footnote 1 on paga 
63) , in the cas-e .of only one - the Fertilizer and 
Chemicals ( Tr?wanc ore) Ltd. - th^re appears t"' be some 
C"' ::rdlnati-on betojoen the woirk of the Accounts and the 
Statistical units, 

2, To tolio a concrete illustration, in the case 'T'f the 
Bihar State R"ad Tr.ansport C rp.-ratlon, the budget 
Section does rnt bo'ther much t" draw upon the statis- 
tical -and planning secti'^ns to obtain necessary informa- 
tl-on fw s.ound budgeting. ' In a rather strango^way, 
while the preparation of costs and revenue estimates for 
the existing services .is a charga -f the budget section, 
it is the planning section which orepares the relevant 
estimates relating tr: .new services (expansion). The 
statistical section is c-uicarned .only with post mortem 
c.''llectic.n :-f inf wmatio.n without having much to contri- 
bute in the praparati .'h of either the . hysical or the 
financial pr.-tgramoes of the enterprise. 
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In soao laoasuro, tho failuros of tho public anter- 
prlSGS in moicing prociso ostimates of the relevant aggre- 
gates for profit planning may bo attributed to absence of 
perspective planning. Many enterprises do prepare S'ma 
kind of estimates of expansirn in future, in fulfilment 
of the requiremen.ts in this regard by the po.rent ministries 
in the Contra.1 or State Governments (as the case may bo) 
and the Planning Commission. But those ostimates are 
gonorally of a fairly broad naturo, giving a bare outline 
of the expansion schemes .and the ami-'unt t-'f investment 
planned for the future. For one reason, they can hardly 
bo tahen as a sufficient reliable and stable basis for 
formulating concrete programmes of operations, which is 
that the programmes of investment have ’ to bo approved on 
an annual basis, first by the administrative ministry 
cone orned an d then by the P arliament o r the State; Log isl a- 
turo, in the case of public corporations. ^ 

Further, the general approach t^ budgeting and 
financial control that .most enterprises have at present 
is not conducive to. tho. implomento.ttcn of their pricing 
policies. Barrtnr.;.,a few notabla exceptions like tho 
Ghittaranjan Locomotive Factory, the approach to budgeting 
is gonorally oriented towards the Juridical control ovor 
expenditure rather than;,- a, control over -■■perations. The 
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budgets of the state Government corporations are in 
parti'ctilar more or less patterned on the budgets of the 
Government, A number of public enterprises do not prepare 
detailed budgets at all, a notable example being the 
Hindustan Cables Ltd. This limited approach towards budget- 
ing stands in the way of their talcing steps towards relat- 
ing the financial results of the enterprise available from 
the periodical reviews of incomes and expenditures to the 
operational results. And unless they do that they would 
not be able to tvuke corrective measures to ensure 1lie 
realisation of the objectives of their pricing policies.^ 

7, Suggestions for Reforms on 
Administrative Questions. 

n. ■ .. 

In the first place, it is necessary to streamline 
the relations between the Government and enterprise' on 
questions relating to pricing. As stated above much of 
presently existing muddle and confusion in regard to pricing 
in public ant e Ip rises may be trac ed to the inadequacy, of ' 
the Government’s role in providing guidance to the public 
enterprises on this question. 

The question may be asked whether it would be better 

to leave the enterprises ■ completely free in regard to price 

and output policies. The answer would obviously be in 

i' 'lhis"''p oint ' has ' 'Been 'deal't ' with, in' g re a?e r' 'le tSl " in a" ' 

paper on ’’Budgeting in. Publio Enterprises” by the author;, 




the negative. There is every reason for the G'^vernment , 
having control over such an important matter as pricing. 
Thus, it is legitimate on the part of the Government to 
exercise control over the pricing policy of the put lie 
enterprises. But the control thus exercised should he 
rational and consistent with the overall expectations 
from public enterprises. 

As a first step in' this direction, the Government 
should indicate the financial obligations of public enter- 
prises in more specific terms. In the last two Plans, no 
statement was made on the return expected on the capital 
employed in the public enterprise sector, although they did 
indicate the expected contribution of public enterprises 
to plan resources in overall terms. In the Fourth Plan 
(draft outline), credit has been taken for generation of 
surpluses amounting to Rs. 1,085 crores from public enter- 
prises, . The document does not, however, give an /under- 
taking - wise break-up of this total; nor does it provide 
a clear statement of the manner by which this total is 
arrived at. It does make a mention of the desirability of 
obtaining a rate of return of 11 to. 12 per-cent on the 
capital invested in public enterprises. But sufficient 
care has not been taken to define, the term capital employed 
and specify the method of calculatiq^ of the rate of return 
thereon. The Government should es^liVitly specify the 



general financial and econciiiic obligations of public 
enterprises indicating the output .and pricing policy that 
the public enterprises operating in different industries 
Eind market situations should follcw:- 

In addition to this, the Government should provide 
a "financial framework" to each enterprise indicating, 
inter alia, the following; 

(a) the output and pricing policies that the 
enterprise should follow; 

(h) the norms for the determination of the cost- 
bases for fixation of prices; 

Cc) the hearing of public interest on the formula- 
tion of pricing policies; and 

(d) the distribution of responsibility for inter- 
pretation of public interest between the Govern- 
ment and the management of the enterprise. 

If generation of surpluses, constitutes a ma^or 
objective of the pricing policy of public enterprises, it 
would be better if the Government confined its directives 
to the management of the enteiprise to output policies, 
leaving the prices to be fixed by them in accordance with 
the market situation. This should be particularly helpful 
in the case of monopoly type enterprises. As a matter of 
fact, the greater the emphasis on generation of surpluses, 
the greater would be the need for giving freedom to the 
management in the matter of pricing,. Of course, in the case 
of public utilities like, electricity and transport it would 
be neither advisable':npr, pO:Ssible, t,o .leave the question of 
pricing entirely to thefraanag^roent of the enterprise. But 
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in other cases, including the enterprises in intemediats 
goods industries, it should he possible to adopt this 
policy. 

. to 

The obligations of the enterprise in regard^ovjtput 

policy ruay, in general, emphasize the production of full 
capacity output. The profits earned by the enterprise at 
full capacity output would show the marginal productivity 
of capital invested in the enterprise. At the same time 
they Would represent the maximum 'lamount of surplus that 
the enterprise can generate v/ithout resorting to output 
restriction. 

One possible disadvantage in leaving the prices to be 
determined by the m,anagenient of the enterprise may be that, 
in that case, there would be no explicit compulsion on the 
management to keep a watch on its costs. One way in which 

i ■ ■ ■ 

this problem may be tackled would be to prescribe some 
gene ral norms regarding costs in the ’'financial framework" 
Ivaid down by the Government. If the "financial framework" 
is not expected to cover that much of details, it may, at 
least, indicate the methods on the basis of which such 
norms can be deteimined. Alongwith this, it may contain 
an, additional provision that; the excess of the actualised 
costs over the normative costs would be deducted from the 
surpluses earned by the enteiprise and surrendered to the 
Government as a kind of fine, unless there are some special 
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circuEStances beyond the control of the management to 
justify this excess. 

Public interest becomes a significant factor in 
pricing policy only in case it comes into conflict with the 
norraal commercial obligations of the public enterprises. 

As far as possible the Government should take upon itself 
the responsibility for defining what constitutes public 
interest and specify the same in the ’’financial framework” 
within which the enterprise is expected to operate. In 
particular, it should indicate the extent to which the , 
enterprise should sell at less than cost of production 
on considerations of public interest. In case some amount 
of discretion is permitted to the management in the matter 
of interpretation of public Interest, it should be left open 
to it to seek explicit sanction from the Government for 
the steps taken by it in this direction. 

Thirdly, there is need for a greater measure of 

' urt/ 

uniformity t©aa the procedures relatihg to pricing . For this, 
it would be necessary to ensure, on the one hand, that each 
enterprise knows about what others are doing and, on the 
other,, that the Government takes into account facts about 
the working of not only the enterprise in question, but 
also other enterprises in the public sector. This would 
incidentally help the estimation of the overall financial 
obligations of public enterprises in more concrete teims. 
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.Fouthly, the internal organisational structure of 
the public enterprises needs to be rationalise*! with a view 
to improving both ithe formulation and implementation of 
policies- Each enterprise should be required to set up 

an economic and statistical department and a management 

# 

accountancy cell within this department. As far as practi- 
cable the administrative units in charge of budgeting, 
planning and statistics should be placed under the charge 
of the same administrative head-preferably, the Financial 
Adviser or the Chief Accounts Officer in order to secure 
adequate coordination between their work. : 

Lastly, steps should be taken to ensure greater coor- 
dination between the pricing policies of enterprises which 
are inter-dependent on each other in a significant way. The 
problem of inter-undertaking disputes is going to increase 
as the existing units go into production and new units are 
sat up. At the moment, such disputes are being resolved, 
to seme OTtent, through lengthy correspondence and dis- 
cussion between different administrative Ministries. The 
available evidence, however', shows that the existing 
procedures are father inadequate to meet the requirements 
of the situation, ■ ...1/ 

It has for some time past been suggested that a permanent 
• administrative organisation (usuaily designated as the 
Central Price Gomission) both to serve 
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as a central pool of information on the working of the 
public enterprises and as an agency for arbitrating on the 
disputes between them on' financial matters. It appears that 
generally spealcing, the public undertakings are averse to 
the setting up of such .an organisation. The general appre- 
hension is that an organisation of this type would tend to 
assume control functions, which would impinge upon the 
autonomy of public enterprises. 

As a matter of fact, there is hardly an adequate 
justification for creating a new organisational machinery 
for giving effect to the suggestions made above. On the one 
hand the functions of some of the existing organisations 
dealing with public enterprises may well be suitably modified 
and expanded to serve many of the objectives which a new 
organisation like the Central Price Commission would serve. 
The setting up of the Commission would rather result in an 
unnecessary duplication of the organisational machineries 
capable of handling identical, kind of tasks. 

• Thus the task' of collecting information on the finan- 
cial policies and procedures may bo entrusted to the Bureau 
of Public Enterprises, in the Ministry of Finance of the 
Government of Ind-ia. To , a certain extent it may also 
provide the necessary gui,dance to; the Government as well as 
the public enterprises on matters relating to pricing policy. 
Bsing situated in the Ministry of Finance it may reasonably 
be expected to comfiimid.: sufficient respect to enable it to 
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function as a clearing house of inforciation and as ah agency 
for guiding the authorities concerned on technical matters. 

On the other hand, it is difficult to see ho'w an 
administrative agency like the Central Price Commission would 
contribute tovrards securing better coordination between 
the price policies of different enterprises. The administra- 
tive implications of the problem would depend upon whether 
the enterprises in question are controlled by the same 
Government or by different Governments. ?ases of conflict 
between the interests of enterprises operating under the 
same Government - Gqptral or State - can be effectively 
tackled by the Government concerned. The Government inevit- 
ably reserves powers to issue directives to public enter- 
prises established by it. The Government would, therefore, 
always be in a position to straight|:en out the disputes 
between the enterpris es established by it with a certain 
measure of finality. 

Problems of coordination of this category need not, 
therefore, necessitate the creation of a statatory adminis- 
trative body exclusively devoted to this task. Each case 
of dispute may be taken up on 'an. ad-hoc basis and dealt with 
by a committee on the recommendations of which the Govern- 
ment may issue necessary' directives to the enterprises 
concerned. In case, however, such cases occur frequently, 
the Government may create a permanent committee (e.g., the 
Committee of 'secret aid.® s) .to deai with these questions. 





puspose may be that it might ensure a greater measure 
of ‘’fairness'* in the decisions taken on such issues. 

Coordination between the policies of enterprises 
Set up by different Governments, may not, however, be as 
easy to secure. Disputes between them may well develop 
into inter-Government disputes. It is difficult to see how 
an element of compulsion can be brought about in resolving 
these disputes. In the ultimate analysis, the only way in 
which such problems can possibly be resolved is by mutual 
agreement between the parties concerned. 

Yet, some kind of ^organisation^ framework may be of 
help for a proper appreciation of the issues in question 
by the parties concerned. The administrative agency deal- 
ing with the question would have to command the confidence 
of the parties concerned. This, in turn, implies that it 
would have to be created with the consent of the parties 
concerned and further that the composition of the Committee 
KBist be such as to represent the various interests involved. 
An administrative agency created by the Central Government 
is not likely to satisfy this requirement. 

One such organisation to which cases of this kind 
could be referred might be the already existing 2onal 
Councils. It is doubtful, however, if the Zonal Councils, 
possess sufficient technical competence to undertake tasks 
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Gf this nature. Keeping in view the nature of the problem, 
it would obviously be advisable to refer them to more 
specialised administrative agencies. 

There are two other alternatives which may be con- 
sidered in this regard. One is the creation of a standing 
committee of officials. A standing administrative organisa- 
tion on which the interests of the GovernmentJ as well as 
enterprises are represented, imy, however, become too big 
to work effectively. The other alternative is that of 
creating an ad-hoc committee to deal with each problem as 
and when it arises. This seems to be a better device than 
the former. The m.ain advantages of adopting this procedure; 
would be two-»fel4^ Firstly, it would make it possible to 
get each problem examined by persons most competent to 
do the job. Secondly, it would help quick disposal of 
case s . Much however, would in any case depend upon the 
mutual goodwill and understanding between the contending 
parties* o 



Budgeting in Public Enterprises 


1. I^t^duct:^cm 

Budgeting is both a management philosophy and an instru- 
ment of action. It enables "all those in an organisation who are 
responsible for the use of resources to project their ideas into 
the future, and concurrently to look back to see how performance 
compared with premise and intentions”, ♦ 

Basically, it emphasises two aspects of the management 
function? the functions of planning and control. The importance 
of these two functions of management in the context of the 
administration of business cannot be over-emphasized. 

For some time past, the budgetary practices of public 
enterprises have been subjected to extensive critifism* The 
Estimates Committee of the Lok Sabha has not been quite satis- 
fied with the existing position in this regard. 

In its 20th Report, (Second Lok Sabha) the Committee 
recommended that the public mdertakings should prepare a 
performance and programme , statement for the budget year together 
with the previous year>s statement. It further recommended that 
these enterprises should be encouraged to prepare business-type 
budgets. These recommendatiohs were reiterated by the Committee 

^ Quoted from an unpublished note on this subject by. Mr, P.L. 

Tandon, Chairman, Hindus tan ,l£sver : Ltd, 
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in its 73rd Report (Second Lok Sabha)'. The Government gave 
an assurance to the Coiiji'uit’tee to take necessary steps in this 
direction. Bat it is difficult to say if adequate progress has 
been achieved in this direction so far. The question deserves 
a detailed examination. 

As an instrument of planning and control of operations, 
the aspects of the existing budgetary practices that merit 
special attention are (a) the period for which budgeting is 
done i.e., the ’’time-span’Vof budgeting; (b) the magnitudes 
in respect of which budget estimates are prepared i.e,, the 
’coverage’ of budgeting and (c) the nechanics of budgetary 
controls. 

2,1 The Time Scan - Most Public enterprises in India do not 
prepare budgets covering a period of more than one year. As 
such the use of budgeting as an aid to forward planning is 
rather limited in the public enterprise sector,. It is true 
that these enterprises do prepare a kind of perspective plan 
at the interval of every five years* on the eve of the prepara- 
tion of the national five-year plans* The circumstances in 
which these plans are prepared are more or less compulsive in 
nature, insofar as the basic objective behind the preparation 
of the same is to fulfil the pbligation placed on the enterprises 
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in this regard by the Planning Commission and the Government. 

The scope of these plans (which may be better described as 
'’programmes”) is, . however, limited covering the expansion of 
capacity and thereby aggregate output. Further, the Mthodology 
used for mailing projections of the relevant aggregates e.g., 
marketable output, is rather crude,* 

On the whole, budgeting in public enterprises is more 
or less on an annual basis. Expenditure on capital acccmt 
during the budget year is determined keeping in view the con- 
straints of availability of funds from the Government about 
which information is usually comraunicated to them beforehand. 
Estimates of revenue* expenditure are prepared on the basis of 
(a) past year's results and (b) the likely effects of tte frui- 
tion of expansion of capacity proposed to be effected dming 
the budget year, 

<2.2 Coverage and Scope - The coverage of budgeting is reflec- 
ted partly in the constituents of the budget and partly in 
the type of classii ication that is followed. The public enter- 
prises may be placed into three categories from this point of 

*Of course, in the case of major industries, the "plans” of the 
enterprises are based on the relevant projections made by the 
Planning Commission. But the reliability of the Planning 
Commission estimates, themselves, may be questionable and to 
that extent ’’planning” in public enterprises would be open to 
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In the first place, there are a few like the Qaittran^an 
Locomotive Factory, the Bharat Electronics Ltd. and the Heavy 
Engineering Corporation which prepare fairly detailed budgets. 
The budget of the Heavy Snginssring Corporation (HSC for short) 
apart from incorporating summary statements of receipts and 
expenditures in the revenue account and capital account, also 
gives the programmes of production, revenue and expenditure 
in each of the major units of production. Thus detailed 
budgets are prepared for the Foundry Forge Unit, the Heavy 
J^achine Building Project, the Heavy Machine Tools Project, and 
also the Jagannathnagar Township. Besides, a summary of common 
charges for the Corporation as a whole is also provided. 

The budgets of these enterprises broadly satisfy the 
objectives of performance budgeting as v^ell as business budget- 
ing, 3y showing the distribution of investment expenditure 
by end- re suits and that of costs by the major constituents 
of the product-mix, they satisfy the main objective of perform- 
ance budgeting which is to show the distribution of expenditure 
by end-results. By relating the budgeted financial results 
of the enterprise to the operations and achievements of the 
enterprise in physical terms, they go a fairly long way towards 
meeting the requirements of business budgeting. Of course, as 
pointed out at a later stage, they are by no means very near 
to what could possibly be done in these respects yet they ; . 
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contain elements of performancs as well as lousiness budgeting. 

In the second category may be put the enterprises 
which prepare budgets which while being fairly detailei , are 
framed on wriat may be called as the traditional pattern. The 
principal magnitudes in regard to which projections are made 
are more or less confined to expenditure and receipts in 
financial terms. To this category would belong the budgets 
of most public utilities and transport undertakings. The 
budget of the Bihar Stats Road Transport Corporation can be 
taken as an illustrative case in this regard. The Corpoation' s 
budget comprises summary and detailed statements of expenditure 
and receipts in the capital and the revenue account and a few 
explanatory tables giving the details of the totals under 
some important heads in the above statements (e.g. , Funds, 
Deposits and Mvancss) . 

The classification of expenditure in the revenue : account 
is first according to the functional categories in which the 
operations of the Corporation have been divided e.g,, ’’Traffic « 
(Operational) and ’’Workshop and Maintenance", The aggregates 
under each of these categories are further detailed in an 
objectwiss distribution. 

The classification of expenditure in the capital bidget 
of the Corporation is broadly object-wise, aggregate expenditure 
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beirig. distributed between '’land'-’? ’’building" , 
installations", etc. 

Broadly? the system of classification of expenditure 
adopted in the budgets of the enterprises belonging to his 
category do not show expenditure by activities and end results 
and as such do not conform to the objectives of performance 
budgeting. Further? budgeting in these enterprises is limited 
in scope and coverage? being largely confined to what may be 
called as "planning of expenditure". It does not undexl5-n'- 
the overall objectives of the enterprise and the intsri el it ion- 
ships between the various parts of the activities of the 
prise? as production and sales. Thereby, it fails to appro;:.':- 
mats to the requirements of business budgeting. •<' 

In the last cat'egory ne.y be placed those enterprises: 
which prepare very short budgets. Examples of such c-nt''J‘prii .■•x 
are provided by the Hindustan EachlrB Tools? the H?,nlnstrn 
Cables and the Hindustan Photo Films Company. The buJ^g- t or 
the Hindustan Cables? a rather clumsy document, is tvoabl:/ 


* The above is by no means intended to suggest that the enter- 
prises belonging to this category do not plan their activi- 
ties in non-financial terms. The estimates? of cirDunlutur'. ? 
and receipts are prepared, on the -basis estimates of piiysl<",-;.-a 
targets of services to be -provided and the likely cosbs oi 
the same in physical terms, .But the budgets by thc-mselvc '■ bo 
not indicate the programming in physical terms and the relatl 
ship of the f imneial estiiM.tes with the programmes formulate 
in physical terms. 
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compristid of a reveme budget, a capital budget and a ways 
and means statement. Expenditure on revenue account is shown 
in two mysi according to the major objects of expenditure 
s.g., ’raw materials', wages and salaries, and according to 
the major departments of the enterprise. A tentative forecast 
of profit, based ';R'the estimates of revenue and expenditure 
indluded in the budget is also included as part of the revenue 
budget. Hecsipts on the revenue account are detailed according 
to the sale proceeds from the various items produced by the 
Corporation. Expenditure on capital account is shown in three 
partss (a) carry over items, (b) new items and (c) current 
expansion project, A separate statement showing the distri- 
bution of aggregate capital expenditure between the different 
departments of the enterprise is also provided. Receipts on 
the capital account are shown in the overall ways and m-cans 
statement as well as in a separate statement showing the 
sources from wnich the funds would be iorthcoming. Apart from 
the above, the budget incorporates statements giving the details 
of totals of receipts and expenditure under some important 
subheads in the revenue budget such as' i'^iiscellaneous Expenses, 
Sale Realisation, etc. ■. 

Ihe budget of the Hindustan Photo Films Manufacturing 
Co. is again broadly consisting of three parts viz., (i) tapital 
budget, (il) revenue budget and (ill) ways and means budget. 
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Expenditure on the capital account is classified according 
to the major objects of expenditure e.g., "plant and equipment", 
"land and buildings'’ and "township". This type of classfication 
obviously doe*s not show expenditure by major* end- results. The 
classification of expenditure in the revenue fcudget (summary) 
is also broadly by the major objects of expenditure e.g. j raw 
materials, direct labour, transport, etc. The ways and means 
budget provides an account of the likely financial position 
of the company taking into account- both the revenue and the 
capital budgets. Classified in this manner, the statement of 
expenditure fails to show the distribution of the costs incurred 
by the enterprise either by the responsibility centers cr by the 
main components of the product-mix. 

The wide variations in the classifications as well as 
the scope of budgeting indicate that the public enterprises 
are not guided by an uniform set of principles or objectives 
in preparing their budgets, further, it appears that taking 
the public enterprise sector as a whole, steps are just beginning 
to be taken towards introducing a sophisticated budgetary system, 
much ground being yet to be covered in this direction. 

2.3' Bidmfcarg Gofitr ols - Mo st e nte rpri ae s do have a grstem 

by which the top management is kept informed of the progress 
achieved in the various targets set in the budget. The extent 
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to which the hadget itself provides the basis for managsment 
inforiaatioii and reporting depends, for obvious reasons, on the 
coverage and scope of budgeting. 

In the case of those enterprises the budgets of v/hich 
have a fairly detailed coverage, reporting in respect of the 
quantities incorporated in the budget keeps the laanagenisnt 
informed of the achiavemsrit s and failures of the enterprise 
in the different facets of its activities, Ihs budgetary 
practices in the Fertilizer Corporation of India as wall as 
the Bnarat iilsctronics provide ample evidence of this. The 
budgets of these enterprises incorporate details regarding 
production and sales targets and the management is kept informsd 
of the achiavements in respect of these at regulc^r intervals 
during the budget period. The reporting is usually on a monthly 
basis, supplamerited. by a quarterly assessment of perforMce 
against the budgeted estimates. 

The position in respect of the enterprises which confine 
their budgeting to financial aggregates is slightly different. 

In the case of these, reporting in respect of the aggregates 
included in the budget -provides the top management with only 
a partial assessment of how the enterprise is faring. The , 
financial aggregates are, of course, generally, based on the 
relevant estimates in physical terms, but as they are not 
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taken into account explicitly in budgeting, reporting in 
respect of budgeted quantities does not provide an account 
of, the extent to which they are being realised. 

However, many enterprises vihich otherwise confine their 
budgeting to more or less financial aggregates do have some 
system of management reporting in respect of physical targets, 
although it does not form part of their budgetary process. To 
take the familiar case of the Bihar Rajya Transport Corporation, 
even though the reporting with reference to budgeted quantities 
is cm the whole confined to progress of expenditure, the manage- 
ment i^ separately informed about the position in resjject of 
Operational performance, e.g,, services provided, realised 
load factor, breakdowns, etc. In fact most public enterprises, 
irrespective of their approach to budgeting, have taken 
significant measures tovjards developing a system of management " 
reporting, as revealed by the studios made by the COPP 
Management Group in this regard,* A few notable 

* A note cn Management Reporting in Public Enterprises (unpub- 
lished); prepared by the COPP Management Group, Planning 
Commission, Government of India, 
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i^ndsr tailings covered by the COPP Management Group in its 
studies are the Inaian Airlines Corporation, the India Tele- 
phone Industries and ths Dfilhi Transport Undertaking, The 
liUia Airline s Corporation, for instance, has adopted a very 
extensive system of management reporting which provides for 
a continuous inflow of information on almost all operational 
matters to tnj top management. The same could be said to 
be more or less true of some other enterprises covered in 
these stuaits e.g. , the Indian Telephone Industries and the : 

Delhi Transport Undertakings. 

An important deficiency of the existing ■budgetary practices 
in public enter prises is the absence of a surficiently long 
perspectivs. The one year psrioa lor which budgets arc- prepared 
is often too short and does not provide an a-icquatc basis for 
planning, its operations. Kelatcsd to it in some respects is the 
crudily in the uithods for milking the relevant estimates, Ths 
undue emphasis placed on historical factors for making pro- 
jections for the future may to a certain extent bo attributed 
to the snort period perspective that the manag. ment has in 
view in prepariiig the. budgets of these ; enterprises. i?iilth a 
longer p-.rspcctive in view the management would be under 
greater pressure to be more nrscisc. in making the relevant 
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-istimcites of GxptiCtsd r'i turns from investmont) for the 

purposes of budgeting. . ‘ 

IhG' major def iciGncies in budgeting, however, arise from 
the fact of limited coverage and the traditional or object-wise 
* olassif ic^.:tion in the budgets of most public enterprises. The 
absencG of the. details of various important aggregates relating 
to the opcr.ition of the enterprise impairs the potentiality of 
the budgetary mechanism as an instrument of comiainication and 
control. As a result of the abssnee of an explicit inclusion 
of tne details regarding the constituents of the various 
aggregat-es included in the budget the interactions of unfore- 
seen ciiaiigcs in one variable on others are not iinmsdiatBly 
apparent, inis in turn stands in the way of taking timely 
decisions about the right course of action directed to safe- 
gusrd the overall interests of business. The object-wi#e 
classification tenas to blur and possibly misdirect the focus 
of conerol by implicitly putting en^hasis' on realisation of 
targets in respect of oxperditure rather than the purposes or 
eM-resulus for which expenditure is incurred. 

It is possible that if the managsment had a. built- In 
organisational fr-*mework for an efficient and timely analysis 
of the data reported to it, the inhibltary effects of budget 
form on communication and control ,pvsr operations could be 
neutralised. The data flowing bp.- the .management on different 
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facets of its operations could have been analysed to shoiir (a) 
whether- changes in the parametric conditions, if any, necessi- 
tated a recasting of the budget and (b) whether the realised 
results corresponded to the budget estimates, and if not, what 
precisely were the reasons for that. 

At present public enterprises do not however, seem to 

have evolved a system by which such an analysis is made. Many 

enterprises 3 ust,do not have the organisational framework and 

the expertise needed for the purpose. A study of the Internal 

organisational structure in some major public undertakings 
out 

reveals that^of 43 Central GovernnKnt Undertakings only 11 have 
Such statistical units which judged by their om standards, can 
be regarded as satisfactory.* Even those enterprises which do 
have some kind of an organisational set up for the purpose, 
ty way of statistical units , hardly make an endeavour in 
this direction. Tte situation, as it exists at present, 
is that in most enterprises data on financial and non 
financial matters are fed to the management by 
different agencies, the former usually by the 



* Some of the not able, public undertakings which just do not 
have statistical units are Indian Drugs and Pharmaceuticals 
Ltd, and the Moghul Lines Ltd. 
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budget section and the latter by the functional heads of the 


departments and the task of drawing inferences from them is 


almost entirely left to the top managementj which, obviously, 
cannot possibly spare sufficient time for the same. 





The budgetary practices in public enterprises have 
evolved from that in the Government and this is perhaps the 
most important factor accounting for the defic lend - s therein. 
The approach and philosophy behind government budgeting (or, 
to be more precise, the traditional type of budgeting) still 
lingers in the budgetary practices of public enterprises. The 
coverage and scope as v^ell as the classification of receipts 
and expediture adopted in the budgets of public enterprises 
reflect the intact of traditional budgeting in Varying degrees.* 
The focus of traditional type of budgeting is mainly on coratrol 
of expenditure, the objective being to ensure that the expendi- 
ture actually incurred does not exceed the amount for which 
authority for spending has been obtained. There is, no doubt, 


* The budgetary practices of the Bih.ir Road Transport Corpora- 
tion provide a good example of this, Bidgat preparation in 
the Corporation is strictly based bn explicit govsrniasnt 
directives in that regard. Of course, the obligation on 
the enterprise to prepare its budget in a certain manner for 
presentation to the Government does not prevent the enterprise 
from iiaving a more sophisticated and operationally useful 
system^ of budgeting., Bit the existence of explicit government 
directives in this regard ;|)fbduces on inertia on the management 
towards evolving a ww system'' of.' budge ting. 




a good deal of justification for this approach, but that is 
not the kind of approach x/hich would be suitable for public 
enterprises. For, in the case of commercial undertakings, 
planning and control of expenditure as such has no special 
significance. Expenditure constitutes a means to achieve 
certain ends which xfould equally depend upon several other 
variables the most important of which may be the revenue 
receipts or, to be more precise, the sale proceeds of the 
enterprise. 

But historical factors apart, the deficiencies of the 
existing budgetary systems may, to a significant extent, be 
attributed to the fact that the objectives which the management 
Is expected to pursue, are themselves often not very clear. 

For instance , the management ; of tlie enterprise is seldom 
adequately clear about the obligations of the enterprise in 
respect of the output to be produced or the rate of return to 
be earned on capital, is a matter of fact, there is a consi- 
derable measure of diffusion in the authority for decision 
making m some of the vital Issues, in .the way of the management 
having a clear view of what it is striving for. The lack of 
precise objectives stands in the way of the development of a 
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a good de.al of ^ustifioatibn for this approach, but that is 
not the kind of approach which would bs suitable for public 
enterprises, r’or ,• in the case of commercial undertakings, 
planning and 'Control of expenditure as such has no special 
significance, imcpenditure constitutes a means to achieve 
certain ends which would equally depend upon several other 
variables the most important of which may be the re ve me 
receipts or, to be mors precise, the sale proceeds of the 
enterprise. 

But historical factor apart, the deficiencies of the 
existing budgetary systems may, to a significant extent, be 
attributed to the fact that the ob;]ectives which the management 
is expected to pursue , are themselves often not very clear. 

For instance, the management of the enterprise is seldom 
adequately clear about the obligations of the sntQrprise in 
respect of the output to be produced or the rate of return to 
bo Garned on capital.* As a niit ter of fact, there is a consi- ' 
derable meaairc of diffusion in the authority for decision 
maiiiiag on some of the vital issues in the way of the management 
having a clear view of what it is striving for. The lack of 
precise objectives stands in the way of the dovelopmsnt of a 

* This point has been discussed in graatsr detail in ths 
author’s paper on '’Pricing in Public ISnterprisss” . 
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suusu of direction for the managerial activity, of which 
budgeting is a part. -If the management is not very clear about 
its objectives regarding production and pricing there is no 
implicit or explicit compulsion on it to orient its budgeting 
to realising its commercial or non- commercial objectives, 
which in turn is mnifvest in the lack of anxiety on its part 
to abaiKion the traditional approach towards budg»-.tlng and all 
that it implies. 

Lastly, the virtu.'il absence of accountability on the 
part of the managi ment for the financial results of the 
enterprise may also be contributing towards the same. It is 
obvious that when the objectives which the management is 
expected to pursue arc not precisely defined, the management 
cannot possibly be held accountable for any particulir set of 
results, hevertheless, most public enterprises do not at 
present have even an explicitly stated minimum obligation of 
covering their costs. A study of the enabling statutes of 
some Hkijor public corporations and the articles of association 
of 42 Central Governm'.-nt Compaiiies rev^^als that the Government 
has not put even this iuinliiiim obligation on them. Of course, 
in the case of many enterprises, the enabling statutes or 
the articles of association, as the case may be, do contain 
provisions which might be interpreted to signify an obligation 
of that Import. Ihat^ however, is obviously not aifficient 
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since the very possibility of different interpretations 
detracts from the force* of tlie provision, 

Sugges tions f or Reform s 

The nee^ for reform in the budgetary practices of 
public enterprises has been felt for long. Various suggestions 
have been offered in this regard, but generally the focus of 
these suggesticns has been on technical matters relating to 
budgeting. What is perhaps needed is a change in the management 
philosophy which gets reflected in the budgetary practices that 
obtain^ at present in the public enterprise sector. This, 
however, need not undermine the importance of reforms in the 
technical aspects of budgeting, since there is an inevitable 
link between the two; the overall management philosophy and 
the technique of budgeting. 

As a first step tow-rds budgetary reform the overall 

as 

obligations of public enterprises, generally as well^ndivi- 

dually, should be defined with a greater measure of precisian 

and clarity. The obligations of the enterprise may be both in 

respect of financial and non- financial matters, the latter 

borrow a phrase 

possib!|.y having financial implications, To£ which has already 
been usM*elsewhere, each enterprise should be given a precisely 
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definecl ’’financial framework” which should clearly bring out 
in particular the policy of the enterprise in regard to out- 
put, prices and the rate of return on capital. VJith its 
ob;36ctives defined in precise terms, it would be possible for 
the management to orient the focus of its bidgetlng in more 
meanirjgful directions than it is doing at present. 

Secondly, public enterprises should, in general, be 
reaiairGd to prepare their budgets in greater detail than they 
do at present. The budgeted expenditure should be classified 
in a more meaningful manner showing the distri'Dutlon of 
expenditure according to (a) the programmes and activities 
to be financed by the proposed expenditure , (b) the end results 
flowing from the expenditure in (|uestion and (c) as far as 
possible, the structure of rc-sponsibillty centers in respect 
of the programme to be realised, in other words, there is 
need f or introducing a greater measure of '’perf ormanc e elsment” 
in the budgetary classifications, itirther in a business 
enterprise, there is an inevitable link between expenditure 
and revenue, both bearing on the overall results that is 
sought to be realised. The budget should, as far as practi- 
cable, bring out the relationship between the, different 
variables on revenue and expenditure and further the bearing 
of revenue ,and expenditure on the profitability of the 
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The above neGd not 1160... ssit ate a complete rsdesigniiig 
of the presently existing baagetary system. 

The broad divisions in which public enterprise budgets 
■are being prepared at present (vis,, capifel, revenue and 
ways and means budgets) may well be retained, x 3 ut the 
conoents of each \'iould have to be classified and presented 
in a different manner. Expenditure on the capital account 
would have to be shown project-wise, the expenditure on 
uach project being further distributed between the main 
constituents of the project (activitiss) and the objects 
on which money is to be spent. The aggregates for each 
project would have to be further distributed according to 
the responsibility-centres. To a certain extent , the same 
pattern of classification of expenditure might sa&isfy the 
above requirements. 

The rovunue budgut woula have to be recast to present 
an account of the receipts and exp'-nditure by (i) the main 
components of the product-mix of the enterprise, (ii) the 
responsibility-centres for realising the expected results 
and (ili) the economic characteristics of the budgeted costs. 
The revenue budgets of most public enterprises, as they are 
at prose lit, provide a consolidated picture of the receipts 
and expenditure relating to the operations (in productive 
or , servicing activities) of the enterprise. The consolidated 
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typG of statement has, of course, an impg,rtance of its own, 
but it needs to be supplemented by separate statements giving 
the details of the major components on the revenue as well 
as the expenditure side. This implies preparation of a number 
of supplement, ary budgets” giving say, the sale proceeds and 
costs in respect each of the products of the enterprise and 
the breakdown of costs between the major responsibility-centres 
which may for instance, be the different production shops in 
a mamfacturing enterprise. 

The content of these ’’sipplementary budge ts"#ould be 
determined with reference to the over, all perspective which the 
management has to have in view in using the budget as an 
instrument of communication and control. This perspective 
would, in turn be given by the overall objectives, commercial 
as well as non-commercial, which the management has to pursue. 
It is difficult to make any generalisation about the implica- 
tions of non- commercial objectives from this point of view. 

But the implication of commercial objectives is obvious viz., 
the content of these supplementary budgets should be such as 
to enable the management to assess (i) the ultif-ite causes of 
the variance between the observed and tndgeted estimates and 
(ii) the bearing of the variame on the prof it- ability of the 
enterprise, 

^' increase in cost' over ,:,the’ budgeted amount may,, for 
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instancsj be due to increase in input prices as well as 
increase in consumption of inputs over the budget standards. 

In order that the mamgement is able to ascertain the exact 
reasons for the variance, the "supplementary budget" relating 
to the costs in question should indicate the assumptions in 
respect of the input-prices and consumption- standards on 
the basis of which costs are estimated. Similarly, the 
'’supplementary budgets" in respect of the sale proceeds of 
each product of the enterprise must indicate the assumptions 
regarding the expected prices of the product in question, 
underlying the estimates of the sals proceeds. 

Apart from these " supplementary budge ts" relating to 
the operations of the enterprise, the public enterprises may 
well adopt the practice of pr®Jsc ting profit and loss aGCounts, 
and balance sheets. While there are instances of a few-^^ 
rather very few- enterprises preparing some rudimentary kind 
of profit and loss statements alongwith the budget, it is 
doubtful if any enterprise takes care to prepare a balance- 
sheet for the close of the budget period. Further, it might 
be useful if alongwith the todget for the normal budget 
period, the enterpri^s also prepared a budget for a longer 
period, covering a number of budget periods. Thus, alongwith 
the annual Ixidget, a five-*ysarly budget might also be 
prepared. The main advantage of this practice would be that 
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it would provide a basis for the evaluation of the performance 
of the management at regular Intervals, 

A reform of the existing budgetary procedures on the 
lines suggested above, should not necessitate any major 
alteration in the organisational machinery existing in the 
public enterprises at present. Steps may however be taken 
to effect a greater measure of co-ordination between the 
statistical, budgeting and planning units in the enterprises. 
There is an obvious case for strengthening the statistical 
units in public enterprises for maningful analysis and 
reporting of data, which is an important pro-requisite of 
an affective system of budgetary controls. 

It would appear that the focus of the suggestions made 
in the preoeeding paragraphs is in the main on two points. 

The first is that there is need for redesigning Txidgetary 
classifications in the public enterprise budgets on the 
lines of performance budgeting. The second is that budgeting 
in public enterprises should be in greater detail so as to 
meet the requireuents of a business undertaking. The Esti- 
mates Committee of the Eecond Lok Sabha had long back 
recomnendad that public undertakings should prepare per- 
formance cum-programme statements alongwith their budgets 
and that they should take steps towards introducing business 
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type tiudgets. The coBimittee, however, did not spell out 
in any detail ^^/hat it iifcunt by /business type budgets. Thera 
is no standard pattern of business- budgeting. Perhaps, it 
would not be feasible to 1?^ down any such standard pattern. 
It might perhaps be possible to discern a certain measure 
0^ uniformity in the philosophy underlying the budgetary 
practices of business undertakings a philosophy which is 
significantly different from that underlying the traditional 
type of budgeting. If the need for crientation in this 
philosophy (and thereby the pattern of objectives that the 
public enterprises arc following) is accepted, what has been 
submitted above by way of suggestions logically foll'dws. 
lAhsther it i s known as a re orientation towards busine ss type 
budgeting Is a aiattor of secondary importance. 



